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THE TREND OF MULTI-FAMILY HOUSING IN 
CITIES IN THE UNITED STATES 


By COLEMAN WOODBURY 


/ \HE acute general housing shortage 


felt in many American cities during 

and immediately after the world 
war stirred up strenuous protests from 
many quarters and resulted in a variety 
of remedial activities. The metropolitan 
daily papers commented disparagingly 
on the “rent profiteer” who was often 
referred to in the less restrained phrase, 
the “rent hog.”” Chambers of Commerce 
and other groups helped to organize 
extra-legal rent commissions, which re- 
lied on publicity and the force of public 
opinion. Some of the states with large 
urban centers created official rent-con- 
trol commissions with power to restrict 
eviction of tenants who continued pay- 
ing the same rent as they were ac- 
customed to pay or some “reasonable” 
increase. Somewhat later other com- 
missions probed charges of conspiracy 
among building material dealers and 
labor union officials to keep up building 
costs and secured some convictions. 
Government aid in financing dwelling 
construction was seriously considered. 
Some proposals were made for bringing 


the provision of housing into the class of 
public utility industries. Finally, the 
serious lack of accurate facts, statistical 
and otherwise, on housing and resi- 
dential construction was clearly re- 
vealed and demands were immediately 
made for more satisfactory data on the 
economic phases of housing. 

But as the general shortage of housing 
facilities was abated and the pinch of 
abnormally high rents was no longer felt 
by the more influential and more vocal 
classes of the community, interest in 
housing problems declined and, with a 
few notable exceptions, has taken but a 
very minor share of public attention 
during the last five or six years. The 
superficial, as well as the more pene- 
trating analyses of urban housing con- 
ditions have been neglected; the promis- 
ing aids and remedies (with the possible 
exception of the zoning movement) 
which were advanced, as well as the 
nostrums, have been quietly shelved. 
Probably the most enduring result of 
the post-war shortage has been the work 
of two departments of the Federal 
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Government, the Division of Building 
and Housing in the Department of 
Commerce and the Bureau of Labor 
Statistics in the Department of Labor, 
in collecting and publishing data on 
housing activity. Their work has not 
been supplemented in most cities, as it 
should have been, by the unbiased col- 
lection of facts of a more detailed nature 
but it has supplied the broad outlines of 
residential construction in American 
cities during the last eight or ten years. 
The present study makes use of one of 
the most interesting sets of data pub- 
lished by the Bureau of Labor Statistics 
—the figures on permits for new residen- 
tial construction by types of dwellings 
from 1921I-1928.1_ As published, these 
data have revealed a general increase 
in apartment-house construction with a 
corresponding decrease in new single- 
family homes but no adequate analysis 
has been made of the movement. One or 
two broad classifications and the point- 
ing out of a few unusual or extreme 
instances have been the limits of the 
treatment and interpretation of the 
figures. The purpose of this study, one 
section of which will be summarized in 
this article, is to go behind the general 
fact of apartment-house growth to the 
forces and conditions which are con- 
nected with it and which seem to be 
influencing it. The chief obstacle, of 
course, has been the scarcity of depend- 
able supplementary data. At least a 
dozen promising hypotheses have been 
abandoned without trial, because the 
facts for classification or correlation were 
either not obtainable or bore marks of 
careless or prejudiced collection. 


Implications of Multi-Family Housing 


The bearing of this multi-family house 
movement (if unchecked) on city plan- 
ning, zoning, subdivision, highway de- 
velopment, public utility installation, as 


well as on the less tangible economic and 
social institutions and habits of urban 
dwellers, will only be mentioned here. 
Fortunately many of these points of 
contact are obvious. Continued con- 
centration of population in apartment 
houses makes necessary a re-examina- 
tion of the standards of air, light, and 
yard space in residential districts. Pub- 
lic play areas will have to be enormously 
increased and should be increased in 
those sections where land values are 
relatively high because of potential 
apartment house use. Street areas and 
all public utility facilities, municipal and 
otherwise, sufficient for the increased 
density of residential population must 
be anticipated and planned. Many 
persons will deem advisable the increase 
of these facilities in already built-up 
areas rather than their rapid extension 
into recently subdivided areas, in which 
the absorption of lots will be slowed 
up by the multi-family trend. Prevailing 
ideas of the correct proportion between 
zoned apartment and single-family areas 
may have to be revised drastically. The 
possibility of added regulations (zoning, 
educational, or otherwise) aimed to check 
the virulence of obsolescence, which has 
rapidly blighted nearly all apartment- 
house districts in the past, should be- 
come a consideration of wide concern. 
The use to be made of money formerly 
spent by many families in buying a 
single-family house will be a fact of 
more than passing significance to busi- 
ness men, as well as to economists. 

One step removed are the effects of 
the probable change in living habits of 
apartment dwellers. Will they patron- 
ize neighborhood and sub-center shop- 
ping districts more or less than those 

1 Bureau of Labor Statistics, Bulletin Nos. 347, 368, 
377, 424, 449, and 469; 28 Monthly Labor Review (June, 
1929). Mr. Ethelbert Stewart, Commissioner of Labor 


Statistics, has been most patient and helpful in sup- 
plementing and completing the published material. 
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who live in one- and two-family houses; 
will their consumption per family of 


_ gas, light, and power be diminished 


markedly; will their demand for trans- 
portation facilities change; will more 
transit service to outlying parks and 
amusement centers be required? Finally, 
how will schools, community organiza- 
tions, and churches be affected and what 
adjustments must they make? 

The probable implications of the 
multi-family trend just suggested, with 
many combinations and some additions, 
constitute the practical application and 
justification of this study. But the pic- 
ture must not be overdrawn. Even the 
rapidly growing cities of this country 
are not made over in an eight-year 
period. The elements of a fundamental 
change, however, are in this movement 
in residential building and will force 
themselves on popular attention if con- 
tinued for another decade or so. The 
wise policy would seem to be to analyze 
the facts until some defensible judgment 
can be made as to the probable con- 
tinuance of the movement. If the trend 
does prove to be more than a passing 
phenomenon under present conditions, 
then steps should promptly be taken to 
change the conditions or to adjust the 
other economic phases of cities to it. 
Decision on this alternative of modifi- 
cation or adjustment is probably the 
most difficult step in the whole process 
and must be taken only after analysis 
of facts and not in the fervor of senti- 
ment and prejudice. 


The Period Studied 


The period from 1921 to 1928 is in 
many ways an excellent unit for the 
study of housing trends. Residential 
construction was active during the en- 





? Bureau of Labor Statistics, Bulletin No. 318, p. 9. 
* Survey of Current Business, p. 65 (February, 1930), 
data from F. W. Dodge Corporation. 


tire period; 1921 marked the first stages 
of the recovery from the war and im- 
mediate post-war depression in build- 
ing; and 1928 was the last year of active 
building before the present depression. 

Housing statistics for the years prior 
to 1921, comparable to those from 1921 
to the present, are not available. How- 
ever, the value of residential buildings 
for which permits were issued in 189 
Cities in 1920 was $440,709,665 and the 
number of buildings was 76,034. In 1921 
the same cities issued permits for 142,365 
residential buildings, totaling $869,- 
453409.” This indication of the breaking 
of the building depression is substanti- 
ated by the data on building contracts 
awarded in the same years in 36 states.® 
The monthly average value of residential 
building contracts awarded rosé in 1919 
to $77,465,000, fell in 1920 nearly to the 
war level ($51,669,000), but rose sharply 
in 1921 to $80,139,000. From this point 
the increase was steady to $222,664,000 
in 1925 and the high mark was reached 
in 1928 at $226,259,000. The slump 
in 1929, which brought to an end this 
period of building activity, is clearly 
depicted by the figures on families pro- 
vided for in 1929. The 257 cities used 
by the Bureau of Labor Statistics pro- 
vided for only 244,197 families in 1929, 
a figure which is lower than any included 
in the period studied except that of 
1921, and which marks a decrease of 
144,481 from the 1928 total and a de- 
crease of 247,025 from the maximum of 
1925. In passing, the fact is worthy of 
attention that the apartment-house per- 
centage declined only slightly under 
these conditions. For 1929, 48.6% of the 
families provided for in the 257 cities 
were in multi-family buildings.‘ 

These facts suggest that for the eight 
years being studied residential construc- 
tion was not impeded or unduly re- 


4 30 Monthly Labor Review 158-168 (June, 1930). 
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stricted by unusual economic forces. 
The needs for housing of the various 
classes of our urban population were 
being filled as far as commercial builders 
operating under generally favorable con- 
ditions could fill them. The amount of 
building done by non-commercial organ- 
izations was negligible. If the single-fam- 
ily house declined rapidly during the 
period, the explanation would seem to lie 
either in a change in the demand for 
houses or in certain economic conditions 
within the various industries and busi- 
nesses which produce houses. No group 
of industries, of course, is separated 
from the general fabric of economic or- 
ganization and the distribution of wealth 
which it entails but these eight years 
seem to be a particularly fair trial 
period for the residential construction 
industries. 


TasLe I. Famities Provipep ror BY New ReEs!- 
DENTIAL CONSTRUCTION IN SINGLE-FAMILY, Two- 
Famity anp Mutti-Famity DwWELLINGs IN 
255 Cities 1n THE Unirep States, 














1921-1928. 
Single Multi- 
Family Duplex Family 
Per- Per- Per- 
Num- | cent-| Num-| cent-| Num- | cent- 

Year ber age | ber | age ber age | Total 
(a) (b) (c) (d) (e) (f) (g) (h) 
1937... 130, 729/58 .23/38,947|17.35| 54,829/24.42/224,505 
1922..... 178, 397|47 .43|80, 193|21 .32/117,547/31 .25|376, 137 
1923...-- 207 , 631/45 .78/96, 398/21 25/149, 505/32 .97/453,534 
1924..... 209, 548/47 .44/94, 703/21 .44/137,460/31.12/441,711 
1925.....|225,199|45 .88|86,068/17 .54|179, 516/36 .58/490, 783 
1926..... 188 ,093/40.71|64,623/13 .99/209, 337/45 .30/462,053 
> ee 155,572|38 .30|54,951/13 .53|195 , 660/48 .17/406, 183 
1928..... 136, 890/35 .19|43 ,057|11 .07|209, 043/53 .74/388,990 


























The Trend toward Apartments 
Table I and Chart I show the shift 


toward apartment-house construction 
in the period from 1921 to 1928. It 
should be noted that the unit used is 
families provided for in new residential 
construction for which permits were 
issued. The number of cities now report- 
| ing has been reduced to those which 
| have given information for each of the 
eight years. These data for 255 cities are 
the material on which all other tables 
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in this article are based, although most 
of the others are summary or derivative 
tables. The cities range in size from 
approximately 25,000 to the millions of 





[CHART I 


PERCENTAGE OF FAMILIES PROVIDED FOR IN NEW 
RESIDENTIAL CONSTRUCTION, BY TYPE OF DWELLING 


1921-1928* 
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New York and are well distributed 
throughout the various sections of the 
country. The most prominent facts of 
Table I are the increase in the propor- 
tion of families provided for in apart- 
ments from 24.4% to 53.7% of the yearly 
total of new construction and the cor- 
respondingly rapid decrease of families 
provided for in single-family and two- 
family houses. 

Two sources of minor inaccuracies in 
such figures are apparent. The issuance 
of a building permit is no guarantee that 
the structure for which the permit was 
issued will be constructed or, if con- 
structed, that it will be built in the year 
in which the permit was given. How- 
ever, in times of fairly brisk construc- 
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TaBLeE II. IncREASE IN PERCENTAGE OF TOTAL FAMILIES PRovIDED For 1n New MUuLTI- 


Famity DweE tines, BY SECTIONS OF THE UNITED STATES, 1921-1928. 





























Percentage of Families Rank in : 
Number Provided for in Percentage | Rank in 
of Multi-Family Increase in | of Urbani- |UrbanHome 
Section Cities Dwellings Percentage zation Ownership 
1921 1928 1921-1928 1920 1920 

(a) (b) (c) (d) (e) (f) (g) 
Middle Atlantic............ 53 35-31% 70.51% 35.20 2 9 
aRINO ae rercarercc tees 15 20.2 51.1 30.90 3 4 
East North Central......... 68 24.60 47.48 22.88 4 2 
South Atlantic............. 27 14.00 35.90 21.90 7 6 
New England.............. 43 23.10 43.21 20.11 I 8 
West North Central........ 19 19.70 39.56 _ 19.86 q I 
a Ce 7 8.63 25.84 17.21 6 3 
East South Central......... II 10.61 26.69" 16.08 9 7 
West South Central......... 12 8.76 17.89. 9.13 8 5 








tion, such as the period dealt with, the 
percentage of buildings not erected after 
a permit is issued is probably small and 
the separation of permit and construc- 
tion in different years is assumed to be 
about the same from year to year. An- 
other and more serious defect is the 
absence of reliable information on vacan- 
cies in the different types of buildings. 
Without such vacancy reports the diffi- 
culty arises of saying whether the per- 
mits issued show a change in housing or a 
mere misunderstanding of the market by 
the builders and financiers of the dwell- 
ings. Of course, it may be assumed that 
the latter case would be corrected in the 
course of time and permits issued would 
fall off in those classes of homes which 
previously were overbuilt. This seems a 
reasonable assumption but the fact re- 
mains that the very lack of accurate 
information on vacancies which handi- 
caps this study lengthens the period 
before the reaction to overbuilding (or 
underbuilding for that matter) of any 
type of structure takes place.. 

The multi-family increase shown in 
Table I has not been confined to one or 
two sections of the country. Table II 


5H. B. Dorau and A. G. Hinman, Urban Land 
Economics (New York: Macmillan & Co., 1928), pp. 88 
and 4o1. 


shows a significant increase in apart- 
ments in every section of the United 
States. For comparison, columns (f) and 
(g) give the rank of the sections in 1920 
in percentage of total population in 
cities, i. e., in municipalities of 2,500 
population and over, and in ownership 
of homes not on farms.® Study of the 
table reveals that not only is the multi- 
family increase exceptionally widespread 
but it has been strong even in sections 
which previous to 1920 had relatively 
few apartments, at least in so far as 
high urban home-ownership percentages 
indicate a prevalence of single-family 
houses. This comparison is open to some 
question because the ownership figures 
are for all homes not on farms, while the 
apartment-trend data are for cities of 
25,000 and over. The comparison by 
rank, however, shows only relative posi- 
tion and is based on the only accurate 
data available for use as an index of the 
prevalence of apartments before 1921. 


Three Possible Explanations 


Once the facts are clear that the 
multi-family trend is not centered in 
one or two sections of the country and 
that it appears to be strong in some sec- 
tions which previously had relatively few 
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apartments, three possible explanations 
readily present themselves. 

First, this movement may be a reac- 
tion to the general housing shortage of 
the war and immediate post-war years. 
In overcoming that shortage, so runs 
this line of argument, apartment houses 
have been erected because they are the 
quickest means of housing large num- 
bers of people. They usually are built 
in sections already improved and par- 
tially built up and hence do not have to 
wait for subdivision, street improvement 
installation, and the extension of transit 
facilities. The construction cost per 
family is low, a further aid in making 
up a general shortage of dwellings. 

The second suggested influence is the 
rate of population growth of the cities. 
As large numbers of people are added to 
a city’s population in a short space of 
time, apartments are quickly and easily 
built to accommodate them. More- 
over, most of the newcomers will prefer 
rented apartments until such time as 
they can become established in their 
business, jobs, and professions. If this 
is a major influence, the most rapidly 
growing cities will show the largest in- 
crease in apartment-house percentages. 

Finally, mere size of population may 
be the controlling force. Superficially, 
this seems a highly probable explanation. 
For some time the existence of densely 
built apartment districts has commonly 
been looked on as one of the distinguish- 
ing marks of large cities. 


The Housing Shortage Explanation 


The three suggestions or hypotheses 
just stated will be examined in order. 
The first one, that the multi-family 
movement is the response to the gen- 
eral housing shortage, seems doubtful 
after consideration of certain items in 
Table I. Column (h), the total number 
of families provided for by all types of 
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residential construction, shows that the 
maximum accommodations were built 
in 1925 and that the following three 
years saw a rapid decline in the yearly 
total of families provided for, which 
amounted in 1928 to over 100,000 
families. But the multi-family per. 
centage in column (g) shows a quite 
different change. From 1921 through 
1925 the apartment percentage rose 
12.16% of the yearly total; from 1925 to 
1928, the period during which the total 
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housing production fell off—presum- 
ably, therefore, a period in which the 
general housing shortage had been al- 
layed—the multi-family precentage in- 
creased by 17.16% of the total. Despite 
the decline of residential building during 
this three-year period, 1928 showed the 
second largest apartment-house con- 
struction of the entire eight years, less 
than 300 families behind the high mark 
of 1926. An interesting fact is that the 
apartment-house increase from 1925 to 
1928 took place not only at the expense 
of single-family houses but also of the 
two-family buildings, which prior to 
1925 had held their relative position. 
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The unsatisfactoriness of this hy- 
pothesis is intensified by the data of 
Chart II, showing the number of cities 
which each year had the largest residen- 
tial construction figures and those which 
had the largest multi-family construc- 
tion. These maxima of total and apart- 
ment construction are measured in abso- 
lute terms, the number of families pro- 
vided for. In 1925, 69 cities reached 
their maximum of total residential con- 
struction, while only 41 were at their 
highest peak in the building of apart- 
ment-house units. A fact not shown on 
the chart is that in only 27 cities did the 
maxima of both series fall in 1925. In 
1928, on the other hand, only 3o cities 
experienced their highest totals of resi- 
dential construction of all classes while 
65 reached new heights in apartment- 
house building measured in families pro- 
vided for. Here, again, the number of 
cities having both maxima in the same 
year is relatively low; the figure, 24, is 
slightly less than in 1925. The evidence 
seems quite clear, in spite of the short 
period covered that, while from 1921 to 
1925 the multi-family construction 
seemed to follow the amount of resi- 
dential construction of all kinds, an un- 
mistakably sharp divergence has oc- 
curred since 1925. Therefore, the as- 
sumption that the multi-family move- 
ment is an attempt to overcome a gen- 
eral housing shortage is not justified. 





6 The figures on rate of growth were drawn from the 
1920 Census and the 1927 estimates of the Bureau of 
the Census and are expressed as percentages of the 1920 
figure for each city. The 1920 populations rather than 
those of 1921 were used as the starting point for the 
obvious reason of their greater accuracy. The 1927 
estimates were used instead of those for 1928 for two 
reasons. After 1927 the Bureau of the Census does not 
estimate the population of cities with less than 30,000 
population. This meant a considerable reduction in 
the number of cities in this study which could be used 
in the classification. This policy which was followed in 
the preceding decade implies, moreover, a recognition 
of the growing chances of error as the period from the 
census count lengthens. It seemed better to havea larger 
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Multi-Family Trend and Rapidity 
of City Growth 


The second suggestion which relates 
the multi-family movement to rapidity 
of growth of cities is equally erroneous. 
The quartile groupings of cities by rate 
of growth® (Table III) discloses that the 
most rapidly growing cities have in- 
creased in apartment-house building 
very slowly—7.52% of the yearly total 
over the eight years—while the slowest 
growing cities have experienced an in- 
crease in multi-family percentage of 
34.18%. The data shown in this table 
are exactly opposite to the results ex- 
pected from such a classification accord- 
ing to the second hypothesis. While 
the data are not sufficient in themselves 
to justify the stating of an opposite 
theory, namely, that the multi-family 
movement varies inversely with the rate 
of growth of cities, they are fatal to our 
second hypothesis. 

Table IV, which applies both to the 
testing of this hypothesis and the fol- 
lowing one, substantiates the conclusion 
already drawn. Each of the size group- 
ings of cities was broken up into quartile 
groups on the basis of rate of growth. 
The population groups 4, 5, and 6 con- 
tain a sufficient number of cities to 
make sure that the quartile averages are 
not determined by one or two extreme 
cities. Population groups 1, 2, and 3, 


although very small, are equally clear 


group of cities estimated to 1927 than to decrease the 
number of cities and force those used into the range of 
growing error in estimation. 

The total number of cities in the groupings by rate of 
growth is 209. Forty-six of the 255 cities did not have 
1927 figures because the Bureau of Census believed that 
in the light of all available information this method of 
estimating intra-censal population gave improbable 
totals in these cases. 

Mr. W. M. Steuart, Director of the Bureau of the 
Census and other officials of the Bureau have helped 
materially by checking estimates and by making care- 
ful explanation of the methods used and the reasons for 
the omissions. 
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Tasie III. 


INCREASE IN PERCENTAGE OF ToTAL FamiILies Provipep For 1n Mutti- 


Famity Dwe.tiincs, By Rate or GrowTu oF CITIES, 1921-1928. 




















, Percentage of Families . 
cl £ Cities b Number Provided for in Ry in 
asses of Cities by of Multi-Family Dwelli ulti-Family 

Rates of Growth Cities wate sis Minar s Percentage 

1920-1927 1921 1928 1921-1928 
Quartile Group 1, rate .1% to 10.4%. ...........45- 52 36.09 % 70.27% 34.18 
Quartile Group 2, rate 10.5% to 17.7%... 2.26.00 eee 53 23.67 53-47 29.80 
Quartile Group 3, rate 17.8% to 25.7%.......-..4.- $2 17.41 45.25 27.84 
Quartile Group 4, rate 25.8% to 108.1%............ 52 19.85 27.37 Fe: 











in disclosing that the rate of growth 
is not an effective influence on the apart- 
ment house trend. The most surprising 
fact is that only two quartile groupings 
showed decreases in apartment-house 
percentages over the eight-year period 
and both of these included very rapidly 
growing Cities. 

The merit of the quartile groupings 
in Table IV is that the relative uni- 
formity of size of population guards 
against the error of one or two large 
cities influencing unduly the averages of 
the quartile groups in which they happen 
to fall. Table III lacks this virtue but 
has the advantage of large numbers of 
cities in each grouping. Both methods 
of classification, however, yield results 
obviously contrary to the hypothesis 
under consideration and the statement 
seems safe that rate of growth of cities 
is not a force which affects substantially 
the multi-family housing trend. 


Multi-Family Trend and Size of City 


The third hypothesis is the one which 
probably is most commonly put forward 
to explain the apartment-house increase. 
In the minds of most persons large cities 
are connected with apartments. From 


this impression follows the inference that 
the apartment-house increase of the 
post-war period is a phenomenon of 
large cities and that the larger the 
cities the stronger is apartment growth. 
The major divisions of Table IV present 
the data to test this line of reasoning. 


The increases of multi-family percent- 
ages do not run as clearly counter to 
the expectations as they did in Table 
III but, on the other hand, they can 
scarcely be said to support the hypothe- 
sis. The smallest increase, 10% of the 
yearly total, was made in the next to the 
smallest size group. The smallest group, 
however, (despite a decline in the apart- 
ment percentage of 6.25 from 1927 to 
1928) had practically the same multi- 
family increase as the 100,000-250,000 
group and was only 3.37 behind the per- 
centage increase of the 500,000-1,000,- 
000, class. Rather large increases were 
found in three cities over a million and 
the class of 250,000 to 500,000 popula- 
tion. Basing the classification of popula- 
tion on population within municipal 
limits as reported by the Census of 1920, 
the third hypothesis of the apartment 
trend is also impaired, though not as 
clearly unjustified as the rate-of-growth 
explanation. 

Although the classification made in 
Table IV discloses the insufficiency of 
the third hypothesis, the use of urban 
population figures suggests another clas- 
sification which is presented in Table V. 
As the population of a country becomes 
more urbanized, a fact of common ob- 
servation is the clustering or grouping 
of cities in metropolitan areas, the 
“con-urbation” in Geddes’ writings. 
The Census of 1920 recognized that for 
many economic and _ social purposes 
cities in such a group could not be 
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treated as self-contained units. A defini- 
tion of a metropolitan area was set up 
and 29 such districts were recognized. 
This definition was in many respects un- 
satisfactory and a substitute, which is 
more elastic and also more difficult to 
apply, is being used in compilations of 
the 1930 data. The 1920 classification 
of metropolitan districts was used to 
separate the 255 cities into the groups 
shown in Table V. The group entitled 


“central metropolitan” includes the chief 
cities, the ‘‘nucleii” of the metropolitan 
districts;’ those marked “suburban”’ in- 
clude all cities within metropolitan limits 
other than central cities; and all other 
cities were called “independent.” 

This classification shows a clear tend- 
ency; the multi-family movement thus 

7™The 29 metropolitan districts had 31 central 
metropolises; Kansas City, Kansas, and Kansas City, 


Missouri; and St. Paul and Minneapolis were counted 
as centers of two metropolitan areas. 
























































TaBLE IV. IncrEASE IN PERCENTAGE oF ToTAL FaMILiEs PRroviDED For 1n MuL_TI- 
Famity Dwe.uiincs, By PopuLatTion AND Rate or GrowTu oF CITIES, 1921-1928. 
me Percentage of Families Increase in 
Classes of Cities by Population (1920) Number Provided for in New Multi-Family 
and Rate of Growth of Multi-Family Dwellings Percentage 
1920-1927 Cities 

No. 1921 1928 1921-1928 
1. | Cities of 1,000,000 and over..............45. 3 42.91% 76.56% 33-65 
New York City, rate 5.1%. ...........005. 44.22 80.40 36.18 
Philadelphia, rate 11.6%. ............0005 6.73 23.40 16.67 
Chicago, rate F489... oo ccc ccc cee ttew des 44.56 80.70 36.14 
2. | Cities 500,000 to 1,000,000..............0008 9 22.56 46.79 24.23 
Quartile Group 1, rate 6.0% to 8.5%...... 2° 14.74 53.22 38.48 
Quartile Group 2, rate 8.6% to 12.3%...... 2 30.20 45.22 15.02 
Quartile Group 3, rate 12.4% to 17.8%...... 2 34.92 49.05 14.13 
Quartile Group 4, rate 17.9% to 34.3%...... 2 30.67 29.99 — .68 
3. | Cities: 250,000°t0: 500,000... occ cca esnse es 13 17.68 50.16 32.48 
Quartile Group 1, rate 2.7% to 9.6%...... 17.98 43-24 25.26 
Quartile Group 2, rate 9.7% to 15.0%...... 2 16.26 61.62 45.36 
Quartile Group 3, rate 15.1% to 18.5%...... 3 21.27 49.16 27.89 
Quartile Group 4, rate 18.6% to 23.4%...... 3 19.38 53-23 33.85 
4. | Cities: 100,000: t0 256,000... o... ce ccc essen 42 12.78 33-70 20.92 
Quartile Group 1, rate 4.3% to 12.3%...... 9 15.61 29.49 13.88 
Quartile Group 2, rate 12.4% to 16.1%...... 10 13.89 33-54 19.65 
Quartile Group 3, rate 16.2% to 23.2%...... 9 11.40 46.64 35.24 
Quartile Group 4, rate 23.3% to 54.8%...... 9 12.73 32.40 19.67 
§:. 1) Cities: $0,000 00: 100,000. 5.05 ccc eene rene cisis 74 16.53 26.53 10.00 
Quartile Group 1, rate 0.3% to 10.4%. .... 16 9.96 19.80 12.45 
Quartile Group 2, rate 10.5% to 18.6%...... 16 9.20 17.74 8.54 
Quartile Group 3, rate 18.7% to 26.5%...... 15 13.92 41.43 27.51 
Quartile Group 4, rate 26.6% to 108.1%..... 16 24.58 23.57 - 1.01 
6. | Cities 26,000 t0 GO000... <6... ccc scene 116 11.13 31.99 20.86 
Quartile Group 1, rate 0.1% to 11.1%... .. 22 6.41 28.63 22.22 
Quartile Group 2, rate 11.2% to 19.3%.... 21 5.80 20. 38 14.58 
Quartile Group 3, rate 19.4% to 28.0%... 22 16.45 31.58 1.13 
| Quartile Group 4, rate 28.1% to 92.9% 21 10.2: 36.97 26.74 


* Rate-of-growth estimates not available for all cities. 
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stricted by unusual economic forces. 
The needs for housing of the various 
classes of our urban population were 
being filled as far as commercial builders 
operating under generally favorable con- 
ditions could fill them. The amount of 
building done by non-commercial organ- 
izations was negligible. If the single-fam- 
ily house declined rapidly during the 
period, the explanation would seem to lie 
either in a change in the demand for 
houses or in certain economic conditions 
within the various industries and _ busi- 
nesses which produce houses. No group 
of industries, of course, is separated 
from the general fabric of economic or- 
ganization and the distribution of wealth 
which it entails but these eight years 
seem to be a particularly fair trial 
period for the residential construction 
industries. 

Taste I, Famities Provipep ror By New Res!- 

DENTIAL CONSTRUCTION IN SINGLE-FamiLy, Two- 


Famity anp Mutti-Famity Dwe.L.incs IN 
255 Cirtes 1n THE Unirep States, 


















































1921-1928. 
Single Multi- 
Family Duplex Family 
Per- Per- Per- 
Num- | cent-| Num-| cent-| Num- | cent- 

Year ber age ber age ber age | Total 
(a) (b) (ce) (d) (e) (f) (g) (h) 
1921..... 130, 729/58 .23/38,947|17.35| 54.829/24.42/224,505 
1922..... 178, 397/47 .43|80, 193/21 .32/117,547/31 .25|376, 137 
1923..... 207 ,631/45 .78/96, 398/21 .25|149,505|32.97/453,534 
1924..... 209, 548/47 .44/94, 703/21 .44/137,460/31.12/441,711 
SORE 055 225,199|45 .88/86,068/17 54/179, 516/36 .58|490, 783 
a 188 ,093|/40.71/64, 623/13 .99|209, 337/45 .30|462,053 
ae 155.572|38 .30/54,951/13 .53|195 ,660|48 .17/406, 183 
E988... 136, 890/35 .19|43 ,057/11 .07|209,043/53 .74|388,990 





The Trend toward Apartments 
Table I and Chart I show the shift 


toward apartment-house construction 
in the period from 1921 to 1928. It 
should be noted that the unit used is 
families provided for in new residential 
construction for which permits were 
issued. The number of cities now report- 
ing has been reduced to those which 
have given information for each of the 
eight years. These data for 255 cities are 
the material on which all other tables 


in this article are based, althouch mos: 
of the others are summary or derivative 
tables. The cities range in size from 
approximately 25,000 to the millions of 





CHART I 
PERCENTAGE OF FAMILIES PROVIDED FOR IN NEW 
RESIDENTIAL CONSTRUCTION, BY TYPE OF DWELLING 

1921-1928° 
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New York and are well distributed 
throughout the various sections of the 
country. The most prominent facts of 
Table I are the increase in the propor- 
tion of families provided for in apart- 
ments from 24.4% to 53.7% of the yearly 
total of new construction and the cor- 
respondingly rapid decrease of families 
provided for in single-family and two- 
family houses. 

Two sources of minor inaccuracies in 
such figures are apparent. The issuance 
of a building permit is no guarantee that 
the structure for which the permit was 
issued will be constructed or, if con- 
structed, that it will be built in the year 
in which the permit was given. How- 
ever, in times of fairly brisk construc- 
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Tarte Il. Increase IN PERCENTAGE OF ToTraL FamIties ProvipepD For 1n New MuLtI- 


Number | 


Section Cities 


FAMILY DwELLinos, , BY Y SECTIONS OF THE e UNITED ST ATES, 1921-1928. 


Percentage of Families 
Provided for in 

of Multi-Family 

Dwellings 
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1g2l 
(a) (b) 





Mick ie Atlantic eee 53 35.31% 
1s 20.26 
E: ast erth Central.. 68 
South Atlantic 27 
New England 43 
West North Central....... 19 
NIN os ooo 6: 6:00:0,00b:s | 
East South Central......... | II 


West South Central........ | 12 


1921-1928 


§.20 
go 
88 
go 
1! 
86 
7. 21 
.08 
3g 


am aI 


ao fo 








tion, such as the period dealt with, the 
percentage of buildings not erected after 
a permit is issued is probably small and 
the separation of permit and construc- 
tion in different years is assumed to be 
about the same from year to year. An- 
other and more serious defect is the 
absence of reliable information on vacan- 
cies in the different types of buildings. 
Without such vacancy reports the diffi- 
culty arises of saying whether the per- 
mits issued show a change in housing or a 
mere misunderstanding of the market by 
the builders and financiers of the dwell- 
ings. Of course, it may be assumed that 
the latter case would be corrected in the 
course of time and permits issued would 
fall off in those classes of homes which 
previously were overbuilt. This seems a 
reasonable assumption but the fact re- 
mains that the very lack of accurate 
information on vacancies which handi- 
caps this study lengthens the period 
before the reaction to overbuilding (or 
underbuilding for that matter) of any 
type of structure takes place. 

The multi-family increase shown in 
Table I has not been confined to one or 
two sections of the country. Table II 


5H. B. Dorau and A. G. Hinman, Urban Land 
Economics (New York: Macmillan & Co., 1928), pp. 88 
and 4o1. 


shows a significant increase in apart- 
ments in every section of the United 
States. For comparison, columns (f) and 
(g) give the rank of the sections in 1920 
in percentage of total population in 
cities, i. e., in municipalities of 2,500 
population and over, and in ownership 
of homes not on farms.’ Study of the 
table reveals that not only is the multi- 
family increase exceptionally widespread 
but it has been strong even in sections 
which previous to 1920 had relatively 
few apartments, at. least in so far as 
high urban home-ownership percentages 
indicate a prevalence of single-family 
houses. This comparison is open to some 
question because the ownership figures 
are for all homes not on farms, while the 
apartment-trend data are for cities of 
25,000 and over. The comparison by 
rank, however, shows only relative posi- 
tion and is based on the only accurate 
data available for use as an index of the 
prevalence of apartments before 1921. 


Three Possible Explanations 


Once the facts are clear that the 
multi-family trend is not centered in 
one or two sections of the country and 
that it appears to be strong in some sec- 
tions which previously had relatively few 
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apartments, three possible explanations 
readily present themselves. 

First, this movement may be a reac- 
tion to the general housing shortage of 
the war and immediate post-war years. 
In overcoming that shortage, so runs 
this line of argument, apartment houses 
have been erected because they are the 
quickest means of housing large num- 
bers of people. They usually are built 
in sections already improved and par- 
tially built up and hence do not have to 
wait for subdivision, street improvement 
installation, and the extension of transit 
facilities. The construction cost per 
family is low, a further aid in making 
up a general shortage of dwellings. 

The second suggested influence is the 
rate of population growth of the cities. 
As large numbers of people are added to 
a city’s population in a short space of 
time, apartments are quickly and easily 
built to accommodate them. More- 
over, most of the newcomers will prefer 
rented apartments until such time as 
they can become established in their 
business, jobs, and professions. If this 
is a major influence, the most rapidly 
growing cities will show the largest in- 
crease in apartment-house percentages. 

Finally, mere size of population may 
be the controlling force. Superficially, 
this seems a highly probable explanation. 
For some time the existence of densely 
built apartment districts has commonly 
been looked on as one of the distinguish- 
ing marks of large cities. 


The Housing Shortage Explanation 


The three suggestions or hypotheses 
just stated will be examined in order. 
The first one, that the multi-family 
movement is the response to the gen- 
eral housing shortage, seems doubtful 
after consideration of certain items in 
Table I. Column (h), the total number 
of families provided for by all types of 


residential construction, shows that the 
maximum accommodations were built 
in 1925 and that the following three 
years saw a rapid decline in the yearly 
total of families provided for, which 
amounted in 1928 to over 100,000 
families. But the multi-family per- 
centage in column (g) shows a quite 
different change. From 1921 through 
1925 the apartment percentage rose 
12.16% of the yearly total; from 1925 to 
1928, the period during which the total 
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housing production fell off—presum- 
ably, therefore, a period in which the 
general housing shortage had been al- 
layed—the multi-family precentage in- 
creased by 17.16% of the total. Despite 
the decline of residential building during 
this three-year period, 1928 showed the 
second largest apartment-house con- 
struction of the entire eight years, less 
than 300 families behind the high mark 
of 1926. An interesting fact is that the 
apartment-house increase from 1925 to 
1928 took place not only at the expense 
of single-family houses but also of the 
two-family buildings, which prior to 
1925 had held their relative position. 
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The unsatisfactoriness of this hy- 
pothesis is intensified by the data of 
Chart II, showing the number of cities 
which each year had the largest residen- 
tial construction figures and those which 
had the largest multi-family construc- 
tion. These maxima of total and apart- 
ment construction are measured in abso- 
lute terms, the number of families pro- 
vided for. In 1925, 69 cities reached 
their maximum of total residential con- 
struction, while only 41 were at their 
highest peak in the building of apart- 
ment-house units. A fact not shown on 
the chart is that in only 27 cities did the 
maxima of both series fall in 1925. In 
1928, on the other hand, only 30 cities 
experienced their highest totals of resi- 
dential construction of all classes while 
65 reached new heights in apartment- 
house building measured in families pro- 
vided for. Here, again, the number of 
cities having both maxima in the same 
year is relatively low; the figure, 24, is 
slightly less than in 1925. The evidence 


seems quite clear, in spite of the short 
period covered that, while from 1921 to 


1925 the multi-family construction 
seemed to follow the amount of resi- 
dential construction of all kinds, an un- 
mistakably sharp divergence has oc- 
curred since 1925. Therefore, the as- 
sumption that the multi-family move- 
ment is an attempt to overcome a gen- 
eral housing shortage is not justified. 


6 The figures on rate of growth were drawn from the 
1920 Census and the 1927 estimates of the Bureau of 
the Census and are expressed as percentages of the 1920 
figure for each city. The 1920 populations rather than 
those of 1921 were used as the starting point for the 
obvious reason of their greater accuracy. The 1927 
estimates were used instead of those for 1928 for two 
reasons. After 1927 the Bureau of the Census does not 
estimate the population of cities with less than 30,000 
population. This meant a considerable reduction in 
the number of cities in this study which could be used 
in the classification. This policy which was followed in 
the preceding decade impl:es, moreover, a recognition 
of the growing chances of error as the period from the 
census count lengthens. It seemed better to havea larger 


Multi-Family Trend and Rapidity 
of City Growth 


The second suggestion which relates 
the multi-family movement to rapidity 
of growth of cities is equally erroneous. 
The quartile groupings of cities by rate 
of growth® (Table III) discloses that the 
most rapidly growing cities have in- 
creased in apartment-house building 
very slowly—7.52% of the yearly total 
over the eight years—while the slowest 
growing cities have experienced an in- 
crease in multi-family percentage of 
34.18%. The data shown in this table 
are exactly opposite to the results ex- 
pected from such a classification accord- 
ing to the second hypothesis. While 
the data are not sufficient in themselves 
to justify the stating of an opposite 
theory, namely, that the multi-family 
movement varies inversely with the rate 
of growth of cities, they are fatal to our 
second hypothesis. 

Table IV, which applies both to the 
testing of this hypothesis and the fol- 
lowing one, substantiates the conclusion 
already drawn. Each of the size group- 
ings of cities was broken up into quartile 
groups on the basis of rate of growth. 
The population groups 4, 5, and 6 con- 
tain a sufficient number of cities to 
make sure that the quartile averages are 
not determined by one or two extreme 
cities. Population groups 1, 2, and 3, 
although very small, are equally clear 


group of cities estimated to 1927 than to decrease the 
number of cities and force those used into the range of 
growing error in estimation. 

The total number of cities in the groupings by rate of 
growth is 209. Forty-six of the 255 cities did not have 
1927 figures because the Bureau of Census believed that 
in the light of all available information this method of 
estimating intra-censal population gave improbable 
totals in these cases. 

Mr. W. M. Steuart, Director of the Bureau of the 
Census and other officials of the Bureau have helped 
materially by checking estimates and by making care- 
ful explanation of the methods used and the rezsons for 
the omissions, 
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Tas_e III. Increase 1n PERCENTAGE oF Totat Famities Provipep For 1n Mutt1- 
FamiLy Dwe.uiincs, BY Rate or GrowTHu oF CITIES, 1921-1928. 
é Percentage of Families : 
» Number Provided for in Increase in 
Classes of Cities by of Multi-Family Dwellings | Multi-Family 
Rates of Growth Cities - Percentage 
1920-1927 Ig2I 1928 1921-1928 
Quartile Group 1, rate .1% to 10.4%............05. 52 36.09% 70.27% 34.18 
Quartile Group 2, rate 10.5% to 17.7%. .......--0-- 53 23.67 53.47 29.80 
Quartile Group 3, rate 17.8% to 25.7%............- 52 17.41 46.25 27.84 
Quartile Group 4, rate 25.8% to 108.1%............ 52 19.85 27.37 7.§2 














in disclosing that the rate of growth 
is not an effective influence on the apart- 
ment house trend. The most surprising 
fact is that only two quartile groupings 
showed decreases in apartment-house 
percentages over the eight-year period 
and both of these included very rapidly 
growing Cities. 

The merit of the quartile groupings 
in Table IV is that the relative uni- 
formity of size of population guards 
against the error of one or two large 
cities influencing unduly the averages of 
the quartile groups in which they happen 
to fall. Table III lacks this virtue but 
has the advantage of large numbers of 
cities in each grouping. Both methods 
of classification, however, yield results 
obviously contrary to the hypothesis 
under consideration and the statement 
seems safe that rate of growth of cities 
is not a force which affects substantially 
the multi-family housing trend. 


Multi-Family Trend and Size of City 


The third hypothesis is the one which 
probably is most commonly put forward 
to explain the apartment-house increase. 
In the minds of most persons large cities 
are connected with apartments. From 
this impression follows the inference that 
the apartment-house increase of the 
post-war period is a phenomenon of 
large cities and that the larger the 
cities the stronger is apartment growth. 
The major divisions of Table IV present 
the data to test this line of reasoning. 


The increases of multi-family percent- 
ages do not run as clearly counter to 
the expectations as they did in Table 
III but, on the other hand, they can 
scarcely be said to support the hypothe- 
sis. The smallest increase, 10% of the 
yearly total, was made in the next to thc 
smallest size group. The smallest group, 
however, (despite a decline in the apart- 
ment percentage of 6.25 from 1927 to 
1928) had practically the same multi- 
family increase as the 100,000-250,000 
group and was only 3.37 behind the per- 
centage increase of the 500,000-1,000,- 
000, class. Rather large increases were 
found in three cities over a million and 
the class of 250,000 to 500,000 popula- 
tion. Basing the classification of popula- 
tion on population within municipal 
limits as reported by the Census of 1920, 
the third hypothesis of the apartment 
trend is also impaired, though not as 
clearly unjustified as the rate-of-growth 
explanation. 

Although the classification made in 
Table IV discloses the insufficiency of 
the third hypothesis, the use of urban 
population figures suggests another clas- 
sification which is presented in Table V. 
As the population of a country becomes 
more urbanized, a fact of common ob- 
servation is the clustering or grouping 
of cities in metropolitan areas, the 
“con-urbation” in Geddes’ writings. 


The Census of 1920 recognized that for 
many economic and social purposes 
cities in such a group could not be 
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TREND OF MULTI-FAMILY HOUSING 


treated as self-contained units. A defini- 
tion of a metropolitan area was set up 
and 29 such districts were recognized. 
This definition was in many respects un- 
satisfactory and a substitute, which is 
more elastic and also more difficult to 
apply, is being used in compilations of 
the 1930 data. The 1920 classification 
of metropolitan districts was used to 
separate the 255 cities into the groups 
shown in Table V. The group entitled 
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“central metropolitan” includes the chief 
cities, the ‘‘nucleii” of the metropolitan 
districts;’ those marked ‘‘suburban”’ in- 
clude all cities within metropolitan limits 
other than central cities; and all other 
cities were called “independent.” 

This classification shows a clear tend- 
ency; the multi-family movement thus 

7The 29 metropolitan districts had 31 central 
metropolises; Kansas City, Kansas, and Kansas City, 


Missouri; and St. Paul and Minneapolis were counted 
as centers of two metropolitan areas. 


INCREASE IN PERCENTAGE OF ToTAL FAMILIES PRoviDED For 1n MUuLTI- 


Famity Dwe .incs, BY PopuLaTion AND Rate or GRowTH oF CITIES, 1921-1928. 








Classes of Cities by Population (1920) 
and Rate of Growth 
1920-1927 


Increase in 
Multi-Family 
Percentage 


Percentage of Families 
Number Provided for in New 

of Multi-Family Dwellings 

Cities 





1921 1928 1921-1928 





Cities of 1,000,000 and over 


42.91% 76.56% 33.65 





New York City, rate 5.1% 
Philadelphia, rate 11.6% 
Chicago, rate 14.8% 


36.18 
16.67 
14 


80.40 
23.40 
80.70 


44.22 
6.73 
44.56 





Cities 500,000 to 1,000,000 


22. 46.79 325 





Quartile Group 1, rate 6.0% to 8.5%...... 
Quartile Group 2, rate 8.6% to 12.3% 

Quartile Group 3, rate 12.4% to 17.8%...... 
Quartile Group 4, rate 17.9% to 34.3%...... 


.48 
5.02 
13 
68 


53. 
45. 
49. 
29. 


14. 
30. 
34- 
30. 





Cities 250,000 to 500,000 


17. 50. 





Quartile Group 1, rate 2.7% to 9.6% 
Quartile Group 2, rate 9.7% to 15.0%...... 
Quartile Group 3, rate 15.1% to 18.5% 
Quartile Group 4, rate 18.6% to 23.4% 


17. 43- 
16. 61. 
21. 49. 
19. 53. 





Cities 100,000 to 250,000 


i, 33- 





Quartile Group 1, rate 4.3% to 12. are 
Quartile Group 2, rate 12.4% to 16.1%...... 
Quartile Group 3, rate 16.2% to 23. 

Quartile Group 4, rate 23.3% to 54.8%...... 


ES. 29. 

13. 33-54 
Il. 46.64 
32.40 





Cities 50,000 to 100,000 





Quartile Group 1, rate 0.3% to 10.4%. 
Quartile Group 2, rate 10.5% to 18.6% 
Quartile Group 3, rate 18.7% to 26.5% 
Quartile Group 4, rate 26.6% to 108.1% 





Cities 25,000 to 50,000 





Quartile Group 1, rate 0.1% to 11.1%..... 
Quartile Group 2, rate 11.2% to 19.3% 
Quartile Group 3, rate 19.4% to 28.0% 
Quartile Group 4, rate 28.1% to 92.9% 




















* Rate-of-growth estimates not available for all cities. 
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TaBLe V. INCREASE OF THE PERCENTAGE OF TOTAL 
Fami.ies ProvipeD For IN New MUuLTI- 
Famity DweL.incs By TyPE 
or City, 1921-1928. 











Increase 
Percentage of Fam-| in Multi- 
ilies Provided Family 
No. for in Multi- Percent- 
of Family Dwellings age 
Type of City Cities 
1921 1928 1921-1928 





Central metropolitan 31 30.34%| 62.59%| 32.25 
Suburban.......... 55 25.68 58.33 32.65 
Independent....... 169 10.12 17.84 7-72 

















far is largely restricted to the metro- 
politan districts. The single-family 
house, however, has not fared quite so 
well in the independent cities as the 
table indicates. Whereas two-family 
houses have declined rapidly in most 
classes during the last three or four years, 
in these independent cities the two- 
family percentage has risen by 3.88% 
over the eight-year period. In other 
words, although apartments increased 
only 7.72% of the yearly total of residen- 
tial construction, single-family houses 
declined in importance by 11.56% of the 
total. 

To many persons the facts of Table V 
will be decidedly disturbing. |The 
suburbs which have been looked upon as 
the retreat of those who are financially 
able to seek home-ownership and less 
congested surroundings, have felt the 
change toward apartment living in al- 
most the same degree as the central 
cities, all of which had in 1920 over 
200,000 population. The suburban 
cities included, it must be remembered, 
are all over 25,000 population,® so the 
change has not been quite as startling 
as it at first seems but the spread of the 
apartment to the suburbs is disclosed in 
a degree which cannot be gainsaid. One 
of the most salutary of the applications 
of the facts found in this study would be 
a realization on the part of the great ma- 
jority of the middle- and upper-middle 


8 The median population of the suburban group was 
43,496; the arithmetic mean was 65,079. 


income classes that they cannot keep on 
indefinitely running away from apart- 
ments. A choice will have to be made, 
sooner or later, by the larger part of the 
well-to-do classes among acceptance of 
this type of living, modification of it 
to meet higher standards, or changing 
the forces behind it and associated with 
it. The sooner the issue is faced and the 
decision made the more satisfactory will 
be the residential districts of all large 
cities at the end of another generation. 


Summary 


This section of the study has dealt 
only with the more obvious classifica- 
tions and treatment of the data. The 
conclusions reached, however, can be 
quite definitely stated. The shift toward 
apartment-house living in American 
cities went forward rapidly during the 
period of active building from 1921 to 
1928. The movement, as measured by 
permits issued for residential buildings, 
was not confined to one or two sections 
of the United States but was felt in all 
districts of the country. It cannot be 
explained as a concomitant of the re- 
covery from the general housing shortage 
of the war and immediate post-war 
years, nor can it be dismissed as a 
phenomenon characterizing solely the 
larger and more rapidly growing cities. 
The increase of multi-family construc- 
tion, however, has been much more 
rapid in metropolitan districts than in 
independent, separate cities. Within the 
metropolitan areas the larger suburban 
towns have experienced as rapid a 
change as have the central cities them- 
selves. 

These classifications, however, do not 
give all the detail required in a study 
of so fundamental a change. A second 
section of this article will attempt to go 
farther into the classification and analy- 
sis of the movement. 





LEGAL VERSUS ECONOMIC PRINCIPLES IN 
UTILITY VALUATION* 


By D. F. PEGRUM 


The economic aspects of utility valua- 
tion, as opposed to the purely legal 
phases, are emphasized when due con- 
sideration is given to the influence of 
price fluctuations. The discussion in the 
first installment, which considered the 
relation of price changes to the determi- 
nation of the rate-base and to the rates 
to be charged for service, will be contin- 
ued here with an analysis of regulation 
from the point of view of economic 
theory. 


III. Regulation and Economic Theory 


If regulation is to be successful, it 
must be based on sound economic 
theory. A policy designed to meet the 
tests of time and experience cannot be 
built upon premises which run counter 
to, or ignore, principles inherent in our 
economic life. One of the chief diffi- 
culties besetting programs of social con- 
trol is failure to take account of existing 
conditions in the formulation of policies; 
another is the perennial propensity to 
theorize as to what ought to be, a philo- 
sophical ideal, and then to believe that 
the ideal actually exists in fact. Theories 
and policies of regulation must be tested 
from both scientific and practical points 
of view and be modified when they are 
found wanting. Consequently, a brief 
examination of some of the economic 


*See 6 Fournal of Land & Public Utility Economics, 
127-135 (May, 1930) for the first installment of this 
article. 

27 Two articles have come to the writer’s notice in 
which the authors have taken the stand that the 
problem of determining the rate-base is not only non- 
essential to the determination of reasonable rates, but 
is actually the wrong approach. See A. T. Hadley, 
“The Meaning of Valuation,” 18 Paper and Proceedings 


concepts upon which our present meth- 
ods of control are predicated is pertinent. 
Very little systematic study has been 
given to the question from this approach. 
Practically the whole controversy has 
raged around the problem of the “rate- 
base,” while the question of use of a 
rate-base in setting the actual rates to 
be charged has been left to go by the 
boards.?” 

The courts and commissions have 
continually asserted that the principles 
of price and valuation applicable to 
competitive industry cannot be used for 
purposes of regulation. Consequently 
they have adopted the legal fiction of 
“value for rate-making” which is not a 
valuation at all, but merely an en- 
gineering appraisal rather sadly dis- 
torted by legal arguments. As if this 
were not bad enough, however, the 
authorities have then proceeded on the 
theory that competitive prices in a 
dynamic society are determined by cost 
of production and therefore monopoly 
prices should be fixed in the same way. 
Let us now examine some of these 
premises. 

Underlying the whole problem and 
use of the rate-base method is a concept 
of value. The courts have endeavored 
to determine the “fair-value” of prop- 
erty devoted to public use since the 


of American Economic Association 173 (1928), and J. H. 
Bickley, “A Fair Return for Public Utilities,” 3 Journal 
of Land & Public Utility Economics 61-70 (February, 
1927). The same line of argument is implied in H. D. 
Dozier, “Reasonable Rate of Return in Public Utility 


Cases,” 3 Journal of Land 8. Public Utility Economics 
71-76 (February 1927), and “Present Reasonable Rate 
of Return of Public Utilities,” 4 Ibid. 235-242 (August, 
1928). 











236 THE JOURNAL OF LAND & PUBLIC UTILITY ECONOMICS 


case of Smyth v. Ames. Moreover, they 
have interpreted this phrase to mean 
“present value.’* To this they have 
added the idea that value varies accord- 
ing to the purpose for which the estimate 
is used. Apparently they believe that 
the ‘‘value” of property under regulation 
is inherent in the property itself regard- 
less of the income which it produces. 
This is the escape from the vicious 
circle! 

As a result of this line of thought, the 
controversy has raged around the value 
of property when devoted to public pur- 
poses. Economists will recognize at 
once that the term “value” as used by 
the judiciary is a misnomer. It is not 
value at all, but merely an arbitrary 
appraisal based on hypothetical cost 
estimates. The vaiue of property can 
be fixed only by determining earnings.”? 

As a matter of fact, the ideas of value 
as employed in regulation today are 
juristic and ethical, not economic. There 
may be a place for such concepts but 
unfortunately they have been taken 
over by our commissions to solve an 
economic problem. Under our constitu- 
tion the courts may regard it as their 
duty to set a minimum in rate-making 
which determines confiscation, but this 
should not be taken as fixing the actual 
return to be allowed. At this point 
courts and commissions come to the 
parting of the ways. From then on the 
administrative bodies should consider 
economic factors, paying attention to 
court mandates only when they are in 
danger of running foul of the law. Value 
of the property under such circumstances 
has little to do with rates which are 
adequate from the economic standpoint. 


28 Willcox v. Consolidated Gas Co., supra, n. 19; 
State ex rel Southwestern Bell Telephone Co. v. Public 
Service Commission of Missouri, supra, n. 3. 

29 See Hadley, op. cit.; see also Gerard C. Hender- 
son, “Railway Valuation and the Courts,” 33 Harvard 
Law Review 902, 1031 (May, 1920). 


When property is purchased, the value 
is of significance to the commissions, but 
from then on the value is dependent 
upon income, and thus becomes a conse- 
quence of the rates prescribed. These 
in turn depend upon the costs of pro- 
ducing the service, plus the income 
necessary to maintain the credit of the 
corporation. 

All the objections which have so far 
been advanced against the present theory 
and method of regulation can be met, 
its supporters contend, by a mere vari- 
ation of the rate of return, once the rate- 
base has been decided upon. Indeed, the 
definition given for a fair return seems to 
lend validity to this argument. For 
example, in Willcox v. Consolidated Gas 
Co., the Court said: 


“There is no particular rate of compensa- 
tion which must in all cases and in all parts 
of the country be regarded as sufficient for 
capital invested in business enterprises. 
Such compensation must depend greatly 
upon circumstances and locality. Among 
other things the amount of risk in the busi- 
ness is a most important factor as well as the 
locality where the business is conducted 
and the rate expected and usually realized 
there upon investments of a somewhat 
similar nature with regard to the risk attend- 
ing them.’ 


Application of this theory, however, 
is somewhat different from what one 
might expect, thanks to the emphasis 
on the rate-base, on the one hand; and 
the neglect of financial structures, and 
the way in which the net earnings are 
applied by public utilities in compen- 
sating their investors,*! on the other. 


30 Supra n. 19. See also Bluefield Waterworks and Im- 
provement Company v. Public Service Commission of the 
State of West Virginia, 262 U.S. 679 (1923). For a 
similar definition by the California Railroad Commis- 
sion, see Palo Alto v. Palo Alto Gas Co., 2 Cal. R. C. R. 
300. 

31 See J. H. Cohen, “‘Confiscatory Rates and Modern 
Finance,” 39 Yale Law Fournal 151 (December, 1929) 
for a discussion of financial structures and the problem 
of a fair return. 
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Actually the control of securities has 
been given serious consideration only in 
recent years, and even now this question 
is considered to be of decidedly sub- 
ordinate importance to that of a “fair 
return on a fair value.” The theory 
seems to be that income is an issue to 
be dealt with quite distinct from that of 
finance, in spite of the fact that capital 
for public utilities must come through 
the medium of investment made in 
securities, and the return which the lat- 
ter must yield to investors. This is 
determined by competitive conditions in 
the finance markets of the country. A 
quotation from a decision of the Cali- 
fornia Railroad Commission is typical of 
the attitude of the courts and commis- 
sions: 

“Ten years ago this Commission allowed 
eight per cent upon a reasonable estimate of 
investment as a fair return in certain cases, 
and subsequent developments have con- 
firmed the reasonableness of such a figure 
from the standpoint of both the utility and 
the consumers. ’’? 

The policy of fixing a blanket rate of 
return on a property regardless of 
financial requirements has enabled a 
large number of public service corpora- 
tions to pay dividends of from Io to 15% 
on the common stock, an amount quite 
unnecessary on stable investments, and 
a return greater than the public should 
be required to pay. Moreover, the same 
policy has led to a development of 
financial structures which cannot be 
considered healthy. Under the present 
system it is to the advantage of the 
stockholders to raise as much money as 
possible by means of fixed obligations 
with relatively low rates of interest, 
thus leaving a greater proportionate 
share of income to the stockholders. 


® Re Rates, Service and Operation of Coast Counties 
Gas and Electric Company, 24 Cal. R. C. R. 69. 

3 The writer realizes the Act of 1920 leaves the de- 
termination of the actual rate level to the discretion of 


This means that financial structures 
tend to become top-heavy with conse- 
quent heavy fixed charges which have 
to be met in times of stress, if credit is 
to be maintained and satisfactory ser- 
vice is to be rendered. Furthermore, the 
fixing of a maximum fair return by legis- 
lation, as in the federal law applying to 
railroads, makes variations according 
to conditions impossible.* 

Two other points may be considered 
now in regard to the objections raised 
by the sponsors of the fair return con- 
cept. The public and the utilities alike 
attach a magical significance to the rate- 
base and the rate of return. Once a fair 
return is established it tends to become 
the customary one, and above all it is 
soon viewed as the income that ought 
to be satisfactory, regardless of whether 
it is warranted from a business stand- 
point. When a rate case is presented 
under such circumstances, the issue is 
fought on the ground of whether or not 
the return allowed conforms to the estab- 
lished rate. Consequently, the battle 
resolves itself into one of precedents 
which hark back into the dim past. 

Finally, if the definition of a fair rate 
of return as given by the courts and com- 
missions is to be interpreted literally, 
then the rate must be a flexible one. 


“The return should be reasonably suffi- 
cient to assure confidence in the financial 
soundness of the utility and should be ade- 
quate, under efficient and economical man- 
agement, to maintain and support its credit 
and enable it to raise the money necessary 
for the proper discharge of its public 
duties.’ 


Obviously, according to this, the rate of 
return should depend upon the financial 
needs of the corporation in question. If 


the I. C. C., but it is impossible to believe that the com- 
mission could fix a rate-level of say 7%, when the re- 
capture provision becomes operative at 6%. 

4 Re Bluefield Waterworks and Improvement Company, 
Supra Nn. 30. 














238 THE JOURNAL OF LAND & PUBLIC UTILITY ECONOMICS 


this is the method the authorities are 
following, then the rate of return is a 
function of two variables, namely the 
rate-base and the income requirements. 
Hence, the rate of return under such cir- 
cumstances is the percentage of the net 
income to the base, and in order to ob- 
tain this percentage both income and 
base must be known. An examination 
of the decisions of courts and commis- 
sions, however, seems to show that they 
do not follow this procedure. Apparently 
they first try to fix the base, and then 
adjust the income so that it will give a 
predetermined per centum return on 
that base. 


IV. Conclusions 


The conclusion to be drawn from the 
preceding sections is that a successful 
regulatory policy should abandon the 
artificial concepts of fair value and fair 
return as administrative guides. Rate- 
making is a problem of economic dy- 
namics and failure to recognize this has 
led to the present impasse. The decision 
of the Supreme Court in the St. Louis 
and O’Fallon case is a compromise and 
has left the commissions in a quandary as 
to what to do next. How long this con- 
dition will last it is impossible to say. 
The answer to the enigma seems to lie 
in a clear-cut and logical separation of 
the functions of courts and commissions 
in the field of regulation. 

In the early stages of the development 
of our regulatory policy the Supreme 
Court took the stand that it did not 
have the right of judicial review. In 
Munn v. Illinois (1876) it said: “The 
controlling fact is the power to regulate 
atall . . . For protection against abuses 
by legislatures the people must resort 
to the polls, not to the courts .. .”* 





% 94 U.S. 113 (1876). 
% Stone v. Farmers’ Loan and Trust Company, 116 
U. S. 307 (1886). 


Ten years later a statement was made 
which foreshadowed judicial review and 
the emergence of the doctrine of con- 
fiscation in connection with regulation. 


The Court said: 


“This power to regulate is not a power 
to destroy, and limitation is not the equiva- 
lent of confiscation. Under pretence of regu- 
lating fares and freights, the State cannot 
require a railroad corporation to carry 
persons or property without reward; neither 
can it do that which in law amounts to a 
taking of private property for public use 
without just compensation, or without due 
process of law.’’%6 


A few years later this stand was defi- 
nitely affrmed.*’ This right of judicial 
review, however, has been interpreted 
as the right to protect property owners 
against confiscation, and the Court has 
stated that it will not interfere with the 
work of commissions unless the rights 
and privileges of corporations, as estab- 
lished by constitution and statute, have 
been violated.*® In other words, the 
function of the courts is to lay down the 
basis of confiscation; to set the minimum 
below which commissions cannot legally 
go in determining rates. This, of course, 
raises the issue of how confiscation is to 
be determined, but may it be remarked 
that this is only ove part of the whole 
problem of regulation. 

It is not possible to go into an ex- 
tensive discussion of what would appear 
to be a sound theory for the establish- 
ment of a bench mark by which con- 
fiscation could be determined. This 
would be aside from the main conten- 
tion of this paper which is that regu- 
lation of public utility rates comprises 
two distinct issues, the legal one of 
confiscation, and the administrative one 


37 Chicago, Milwaukee and St. Paul Railway Co. ». 
Minnesota, 134 U.S. 418 (1890). 

38 See I. C. C. v. Illinois Central Railroad Co., 215 U.S. 
452 (1910); and I. C. C. v. Union Pacific Railroad Co., 
222 U.S. 541 (1912). 
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LEGAL VERSUS ECONOMIC PRINCIPLES IN VALUATION 


of adequate rates from a business stand- 
point, the former being merely the start- 
ing point of the latter. However, a few 
suggestions may be offered for the 
determination of confiscation. 

In the first place, some definite stand 
should be taken by the courts and should 
be consistently adhered to. Then the 
commissions would know definitely the 
legal minimum limiting their powers. 
One alternative would be to return to 
the doctrine of Munn v. Illinois, in which 
the Court declined to review the reason- 
ableness of rates as fixed by the State. 
Then administrative bodies could be sad- 
dled squarely with the responsibility of 
fixing rates that are fair to the public and 
adequate to the utilities. In other words, 
the commissions would have the duty 
of determining what constituted a fair 
return. This is probably not feasible, 
however, inasmuch as the courts appear 
determined to use the doctrine of a fair 
return on a fair value. If this be the case, 
then Mr. Brandeis’ doctrine of prudent 
investment seems to be the best ap- 
proach because it alone can be kept up 
to date without much dispute, endless 
litigation, and an enormous expenditure 
of money. With this as a starting point 
a definite method by which a fair rate of 
return can be determined should be 
given. Then would the limits of confisca- 
tion be established. Of course, other 
alternatives have been advanced by 
courts and by writers, but, whatever be 
the choice, some definite fixed rules 
should be laid down by which confisca- 
tion can be ascertained. This is the 
legal obligation. 

Tt is also to be understood that attention should 
be paid to the designing of rate-schedules which will 
build up the business by encouraging new demands for 
service, where this is economically desirable. Also 
rates should be such as to enable the corporation to 
build up reserve strength sufficient to pass through 
times of stress with unimpaired capital, service, and 


investment stability. The writer realizes, however, that 
the income allowed to a corporation cannot always be 
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Now with regard to the function of the 
commissions, we have come to consider 
it their duty to prescribe rates which 
are fair to the public and fair to the 
utilities, the latter being interpreted to 
mean rates which will enable the cor- 
porations to render adequate service, 
to expand according to the demands for 
service,*® and to induce capital into the 
public utility field sufficient to meet 
those demands. This capital must be 
obtained in competition with other in- 
dustries seeking funds. When these 
conditions have been met, the rates thus 
established are reasonable from an eco- 
nomic standpoint. 

Unfortunately commissions too often 
have taken the rule established by the 
courts in setting the minimum to mean 
that this also determines the maximum 
return to be allowed, and hence confu- 
sion of thought has followed in regard 
to the functions of these two distinct 
parts of our government machinery. 
The duty of regulatory bodies is not the 
negative one of fixing rates which merely 
escape confiscation, but rather the 
positive duty of fixing rates which are 
adequate from a business standpoint.*° 
Such a policy of regulation would neces- 
sitate the abandonment by commissions 
of the present approach by which prop- 
erty is “valued” on some basis or other 
and the return determined by multi- 
plying the base arrived at by some uni- 
form percentage. In its place would be 
substituted a procedure involving a 
careful analysis of all factors entering 
into the structure of a sound business 


as much as the concern requires because its customers 
may not be able to pay that amount. The limitation 
here is both legal and economic. See, for example, Re 
Rates W. F. Rogers and Central Pacific Land and Lum- 
ber Co.,7 Cal. R. C. R. 113; Covington and L. Turnpike 
Road Co. v. Sanford, supra, n. 14; Smyth v. Ames, supra, 
n. 14. 

40 See Dozier, op. cit., supra n. 27, for a discussion of 
tests to be applied in the determination of adequate 
rates; see also Bickley, op. cit., supra n. 27. 
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organization. For example, a commis- 
sion would examine the cost of render- 
ing service, the efficiency and adequacy 
of service, costs of marketing securities, 
and the yield which the market is de- 
manding on securities of the corpora- 
tion.*' By such a procedure the authori- 
ties would be able to decide upon the 
revenue required for successful operation 
by the corporations under their control. 
Then the results so obtained could be 
tested by established court standards 
to see if the rates so fixed escaped the 
legal limitations of confiscation. This 
procedure would make regulation much 
more elastic, and, as Glaeser says: 


“If commissions are to be held responsible 
for the economic development of public 
utilities and for protecting the public inter- 
est in them, they must be free to adopt 
measures which in their opinion are calcu- 
lated to bring results.’’#? 


On this score the Interstate Commerce 
Act is open to criticism. The Interstate 
Commerce Commission is hampered in 
its work by legislation which lays down a 
definite rule of rate-making. What is 
necessary is legislation which leaves the 
administrative authorities with a free 
hand in rate-making. For example, in 
California the law places upon the State 
Commission the duty of fixing reason- 
able rates, but does not state how the 
latter are to be determined, nor does it 
require the Commission to find a “‘value 
for rate-making,” although this may be 
found if desired.“ 

The question may be asked: Does the 
theory advocated do away with the 
necessity of valuation? If the courts 
insist upon a valuation for determining 
confiscation, then certainly it would 


“1 It is not possible to go into a discussion of the va- 
rious tests which administrative bodies would have to 
use in deciding whether or not rates were adequate 
from a business standpoint. Nor does it seem neces- 
sary to elaborate this aspect of regulation here. 


#2 Op. cit., p. 747. 


have to be made according to their dic- 
tates, to determine the legality of the 
rates established. But may it be urged 
once again, “fair return on a fair value” 
is a legal concept and merely sets the 
lower limits to rate-making. — This 
emphasizes the necessity of a workable 
legal minimum. The commissions would 
probably find it necessary to determine 
an investment in public utility property 
in order to gauge the reasonableness of 
capitalization.“ But this would be only 
one of the tests. The problem of a con- 
cern which was overcapitalized would 
have to be dealt with on its merits. In 
such a case, providing court require- 
ments in regard to confiscation were met, 
the authorities would have to decide 
between the alternatives of allowing 
the corporation to secure sufficient 
revenue to restore it to a healthy condi- 
tion, or of compelling a receivership. 

Lawyers and commissions may urge 
that the approach to rate-regulation 
advanced in the preceding pages is very 
inexact and unscientific but no one who 
has ever been guilty of using the word 
“reasonable” can safely advance such 
an objection. Nor can the present 
method of regulation be called scientific 
when a court decision, the result of skill- 
ful legal argument, can change the ag- 
gregate rate-base of the utilities of the 
country by billions of dollars. When 
we once come to realize that regulation 
is at bottom an economic problem; 
that legal theory, instead of stating what 
economic principles ought to be, must 
make it possible to meet the economic 
necessities of the situation; then at least 
we shall have made a fair start toward 
success. 


43 California Public Utilities Act, especially sec. 47; 
also Constitution of California, Art. x11, sec. 22. 

“See J. C. Bonbright, “Railroad Capitalization” 
(Columbia University Studies in History, Economics, and 
Public Law, No. 215, 1920), Ch. 3; also Bickley, op. 
cit., supra n. 27. 
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MUNICIPAL OWNERSHIP AND THE CHANGING 
TECHNOLOGY OF THE ELECTRIC INDUSTRY: 
TRENDS IN USE OF PRIME MOVERS 


By PAUL JEROME RAVER 


dustry has been revolutionized on 

the technical side. What has been 
the effect of this revolution on municipal 
ownership, as revealed in the types of 
prime movers used by municipally 
owned generating plants?! 

The self-sufficient municipal plant, 
which generates and distributes all its 
current, has been disappearing in recent 
years and its place has been and is being 
taken by a distributing establishment, 
either privately or publicly owned, but 
largely dependent upon privately owned 
central stations for its energy supply.’ 
While this change has been attributed to 
the revolution in the technique of elec- 
tric production operating to the dis- 


Tiss electric light and power in- 


advantage of municipal ownership, it 
has been recognized that these techno- 
logical forces were effecting a similar 
change in isolated privately owned 
establishments.® 


Decline in Rate of Acquisition. 


There is evidence to indicate that the 
rate of acquisition of these self-sufficient, 


! Behind the Institute’s extensive research into the 
municipal ownership movement in this industry has 
been the conviction that this phenomenon is explainable 
in terms of historical, legal, technical, and economic 
factors. A compilation of all available facts frorn each 
of these points of view is being attempted. Results of 
this research, which was initiated several years ago by 
Dr. Herbert B. Dorau, have been published by the 
Institute in a number of state analyses and one national 
survey. 

* This decline in the number of self-sufficient mu- 
nicipal plants began as early as 1904 in the New Eng- 
land States, was evident by 1914 in the Middle Atlantic 
and East North Central sections, and since 1920 has 
manifested itself more especially in the western and 
southern parts of the country where private capital has 
but recently pushed its transmission line development. 


publicly owned electric plants by pri- 
vately owned, integrated systems has 
been slowing down since 1926.4 Elimina- 
tion of a large proportion of the smaller 
and more uneconomical plants and the 
resulting limited number of these plants 
left for acquisition has been one factor 
in this retarded absorption rate. 

The higher prices now being asked for 
the remaining plants constitute another 
factor. Many publicly owned plants are 
now located in the midst of a transmis- 
sion line system in which the already 
sunk, private investment in production 
and distribution facilities indirectly pro- 
vides an additional increment in the 
price which the municipalities can and 
do demand for their plants. This im- 
proved bargaining power has often re- 
sulted in raising the prices asked for 
such plants to a point where private 
capital has been forced to pause in its 


program of acquisition. Again, improved 


3In Studies in Public Utility Economics, Research 
Monograph No. 1 (supra, n. 1) Professor Dorau pointed 
out that “the economic functioning of all small electric 
establishments has become less secure and large num- 
bers of them have disappeared. Preliminary reports of 
the United States Bureau of Census indicate a 43.4% 
decrease in the number of privately owned establish- 
ments between 1922 and 1927. Municipally owned 
establishments of such size and character that they do 
not have access to the economies now possible in elec- 
tric production and distribation, can hardly be expected 
to withstand the force which in five years reduced the 
number of private establishments from 3,774 in 1922 to 
2,135 in 1927.” The same tendency was analyzed in de- 
tail for one state (Wisconsin) in a monograph by Dr. 
E. Orth Malott, Forces Affecting Municipally Owned 
Electric Plants in Wisconsin (Chicago: Institute for Re- 
search in Land Economics and Public Utilities, 1930.) 


4 The number of municipally owned, generating estab- 
lishments changing from public to private ownership in 
each year is as follows: 1926, 224; 1927, 182; 1928, 70; 
1929, 41. 
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municipal finances have in some cases 
bettered the bargaining power of the 
municipalities, whereas utilities since 
the summer of 1929 have not found it 
quite as easy to secure the capital 
necessary for financing acquisitions. 

Furthermore, the exceptionally favor- 
able money market after 1923 may have 
encouraged some systems to carry their 
expansion programs beyond the point 
of highest-profit combination. The 
policy of pushing transmission lines 
into less populous territory may be de- 
sirable on social grounds but may lack 
immediate economic justification.® For 
the industry as a whole, the investment 
in power plants per kilowatt of generat- 
ing capacity has been declining since 
1919 but the total investment per kilo- 
watt of capacity has been rising as a re- 
sult of expansion of transmission and 
distribution facilities. While the long- 
time point of view may justify this 
broadening of the market at the ex- 
pense of rising capital investment per 
unit of generating capacity, the fact re- 
mains that the resulting slowing down 
in the rate of capital turnover may well 
be one other factor now contributing to 
the lagging rate of acquisition of munic- 
ipal plants. 

These trends indicate that the isolated 
generating plant may still have eco- 
nomic justification under certain con- 
ditions. When the capitai cost of bring- 
ing energy to customers exceeds the 
capital cost of generating that energy, 
one may expect to find cases of effective 
competition from local generating sta- 
tions.® 


5 The same thing might be said for “‘over-engineering” 
which in some cases has resulted in capital expenditures 
for heat-saving equipment not justified on economic 
grounds by the resulting saving in coal cost. 

6 In large cities, where underground distribution costs 
are high, central stations face competition from pri- 
vately owned plants in large buildings or industries. 
To meet this, distribution costs are sometimes lowered 
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Certain present. day influences in 
prime-mover development seem to em- 
phasize the importance of this competi- 
tion from municipal plants. The im- 
portance of such influences can be more 
vividly grasped after an historical sketch 
of the major technological developments’ 
in the electric industry, particularly as 
they relate to prime movers. 


Historical Survey of Technological Factors 


Prime-Mover Development to 1903. 
Although the steam engine was reach- 
ing the peak of mechanical refinement for 
industrial use when the first commercial 
central station was established (1882), 
coal-burning and other auxillary equip- 
ment was still at a very low stage of 
efficiency. Steam pressures were low 
(150 lbs. was about the maximum in 
use); over-feed, mechanical stokers had 
just been developed (1880); and hand 
firing with horizontal fire-tube boilers 
was common practice. Hence, so far as 
mechanical efficiency in generation was 
concerned, both private and municipal 
operators began the race for the power 
business of the country “‘at scratch.” 
For the first 10 years of this race, the 
industry was in such an unstable condi- 
tion financially as well as physically, 
that little if any differential in favor of 
either public or private ownership could 
be attributed to technology. Steam en- 
gines driving direct-current (D.C.) dyna- 
mos were the common source of energy 
supply; and service, both public and 
private, was rendered by small isolated 


by running high voltage lines direct from station to 
building and reducing the voltage at the point of con- 
sumption. 


7 For an interesting paper on certain relations of tech- 
nology and the market, see E. O. Malott “Technology 
and the Widening Market for Electric Service,” 4 Journal 
of Land & Public Utility Economics 147-156 (May, 1928). 


8 Initial steam pressures of 450 Ibs. to 600 Ibs. are 
now common. For carrying base loads only, pressures 
as high as 1,400 Ibs. may be justified. 
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plants® and limited to a very narrow 
market. During these early years it was 
not so much a question of quality or cost 
of service as of getting any service at all. 

In this race for supremacy attention 
was first concentrated on the develop- 
ment of internal economies, particularly 
with respect to improvement in the 
efficiency of generating equipment. In 
steam-engine plants, using from 15 to 
20 pounds of coal for the production of 
one kilowatt hour, 75 to 88% of the heat- 
input to the machine was being dis- 
charged through the exhaust pipes. 
Coal cost therefore represented a con- 
siderable percentage of the price of the 
product. Additional investment in more 
efficient coal-handling and coal-consum- 
ing devices was warranted in the larger 
cities where a large market existed in a 
limited area but such improvements’? 
were practically closed to municipal or 
private plants in smaller towns. Hence, 
we find municipal ownership developing 
largely with small plants and relatively 
ineficient generating equipment. In the 
development of these internal economies 
we first discern private ownership in a 
strategic position in the race with mu- 
nicipal ownership because of its ad- 
vantage in developing the larger mar- 
kets. Quantity of output rather than 
numbers of plants became one measure 
of that supremacy then as now." 

With a recognition that here was a 
business of decreasing costs, in which 
differential pricing to customer groups 
on the basis of ability to pay resulted in 
intensive exploitation of the local market, 
private capital was stimulated in the de- 

* Plants serving a single community only. 

; 10 As, for example, the underfeed stoker, superheaters, 
improved boiler construction, etc. 

In this study we pass over the relative significance 
of street lighting and commercial light and power in 
this early period. 

2 Jn Chicago the first high tension line (4,500 volts) 


was installed in 1897 between Harrison Street and 27th 
Street. 
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velopment of some method by which the 
market served by a single station could 
be widened beyond the limits of a 220- 
volt distribution system. Higher volt- 
ages were experimented with and by 
Ig00 a number of short transmission 
lines had been developed with voltages 
from 4500 to gooo." With the develop- 
ment of alternating-current (A.C) ma- 
chinery and the transformer by which 
voltages could be “stepped up” to high 
pressures for long-distance transmission 
and then “stepped down” to low pres- 
sures for customer consumption, the 
possibilities of market expansion were 
enormous. The limiting factor at this 
time was the steam engine which at 
5000 kws. had about reached the limit 
of its economic size. With the develop- 
ment and first practical installation of a 
steam turbine in 1903" the stage was set 
for improving the efficiency of genera- 
tion, establishing large stations at stra- 
tegic locations, and further widening the 
area of the market by extension of 
transmission lines. 

1903 to Wide-spread Interconnection. 
As the curtain rises in 1903 on the 
technological factors which have in- 
fluenced the growth and changing char- 
acter of municipally owned generating 
stations, we find all small isolated plants 
facing an apparently hopeless handicap 
where they are in competition with mass 
production and distribution. Probably 
no invention has effected as great and 
rapid a transformation in the design and 
utilization of generating equipment as 
that of the steam turbine.” Parsons 


13 The first 5,000-kw. turbine built was installed in 
the Fisk Street station, Chicago, in 1903. 


14 Where this study begins. 


15 The turbine is pre-eminent in central power-station 
service; the high rotative speed facilitates direct con- 
nection to generators; the amount of floor space re- 
quired is less than for steam engines; it can be closely 
regulated and its efficiency is practically constant under 
varying loads. 
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built his first experimental turbo-alterna- 
tor in 1884.'° The principle of the rotary 
steam engine had been known for 2,000 
years but it took the insistent urge of 
necessity to mother this invention which 
changed the electric light and power 
business from a local to a national in- 
dustry in the short space of 20 years. 

In these 20 years the obsolescence 
and inadequacy factors were tremen- 
dous. The great growth of the industry 
could be but partially predicted.!7 While 
private operators located in good load 
centers could not afford to disregard the 
greater economies developed by the new 
technology, most municipalities with 
plants in poor load centers, as well as 
private operators similarly located, could 
not afford to take advantage of them. 
The change from D.C. to A.C. furnishes 
illustration. The cost of making this 
change was so great, both to the industry 
and to the consumer, as to be prohibitive 
in many small isolated plants, whose 
operating conditions were poor compared 
to those of the larger cities.'8 

In the face of these capital losses, high 
voltage transmission equipment de- 
veloped hand in hand with A.C. ma- 
chinery and interconnection, began its 
westward sweep. Concurrently, private 
capital was experimenting with central- 
ized, electrical generation for groups of 
small communities.!® It was finding 
that it could pay substantial prices for 
these small plants, abandon them, cen- 
tralize all production in a single station, 


16 This machine had a capacity of only 7 14-kws. and 
the rotor was only 3 inches in diameter. Forty-five 
years later (1929) the largest generating unit ever built 
was installed in the station of the State Line Generating 
Company—a turbine unit of 208,000 kws. or 278,820 
h. p. capacity. The present station is about }s of its 
eventual size. 


17Tn 1900 a series of 5,000-kw. alternators were in- 
stalled in the Harrison Street Station of the Common- 
wealth Edison Company, Chicago. These machines 
were driven by the most modern Corliss steam engines 
and the plant was considered a marvel of efficiency. 
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and render service from substations at 
the end of a transmission line network. 
The idea was not new but the applica- 
tion of the idea to towns which were too 
small to serve themselves economically 
was revolutionary. This experiment 
marked a new phase of extensive market 
development and, as will be shown in the 
accompanying statistical analysis, was to 
be reflected in the number and character 
of municipally owned generating plants. 

By the time of the war the technical 
advantages of interconnection were more 
fully appreciated and, furthermore, the 
necessity existed for seeking them. While 
interconnection had originally brought 
obsolescence in its wake, it now served 
to reduce the obsolescence and inade- 
quacy factors by providing time for de- 
lay in adding generating capacity. In 
the case of hydro-electric developments, 
interconnection with steam plants took 
care of diversity in stream flow; as be- 
tween systems it permitted utilization of 
the diversity in peak demands and 
“stand-by” or reserve-plant investment 
could be minimized. The ability to se- 
cure markets was greatly increased 
where large blocks of surplus power 
could be transferred from one system to 
another. Extensive development of 


transmission lines, which was under way 
prior to the war, was intensified by the 
improvement in business and the low 
cost of capital after 1922 and by the 
development of that centralized manage- 
ment and control which has character- 






Four years later these machines were scrapped to make 
way for turbine-driven generators. 


18 Many municipalities opetated their water works in 
connection with the electric plant. Water pumping by 
electric power requires large motors which have to be 
scrapped or new investments made in conversion equip- 
ment if a change is made from D. C. to A. C. 


19 One of the first experiments of the kind was made 
with 22 small towns in Lake County, Illinois, in 1910. 
(Samuel Insull, Twenty-five Years of Electric Power 
(The Electric Association, 1927) ). 
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ized public utilities, especially in the 
past decade. 

Effect on Small Plants. The resulting 
sharp decline in the number of small 
plants and the changing technical char- 
acter of all isolated generating stations, 
including those municipally owned, have 
already been noted.”° As early as 1900 
predictions were made that, in the race 
for a place in the electric industry, the 
municipal plant would soon be out- 
distanced. That it has been outdis- 
tanced, if the measure is quantity-of- 
energy-produced, there can be no ques- 
tion. The prophecy has not been ful- 
filled if numbers-of-establishments is the 
measure to be used, although even here 
the number of municipal generating 
plants in existence is back today almost 
where it was in 1903.7! 

While these technological and econom- 
ic factors would seem insurmountable in 
isolated plant generation, we find the 
effect varying in importance in different 
sections of the country.” The lag in the 
spread of interconnection to the west and 
south provided opportunities for isolated 
plant developments and in these sections 
of the country we find the internal com- 
bustion engine exerting considerable in- 
fluence in the municipal ownership 
movement. 

Present Day Tendencies. While mu- 
nicipalities have been handicapped by 





20Herbert B. Dorau, The Changing Character and 
Extent of Municipal Ownership in the Electric Light and 
Power Industry, (Chicago: Institute for Research in 
Land Economics and Public Utilities, 1929). 


In 1903, 920 generating plants were in existence. 
The peak year was 1920 with 1907 plants in existence 
and on April 1, 1930, the number had declined to 979. 
If we include establishments purchasing all of their out- 
put, the score is much more favorable for municipal 
ownership. The total, including such purchasing estab- 
lishments, was 937 1n 1903; 3,066 in 1923; and 2,094 as of 
April 1, 1930. 


2 Supra, n. 2. 


3 As well as by legal barriers and in some cases man- 
agerial incompetence. 
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market limitations in their efforts to pro- 
duce electricity efficiently,” the eco- 
nomic position of the small plant may be 
‘improved by a lowering of generating 
costs. This has been effected in some 
cases by the introduction of engines with 
higher thermal efficiencies™ than are pos- 
sible with steam engines. Whereas an 
ordinary steam-engine plant will have a 
thermal efficiency of only 4.5%, an 
ordinary gas-engine plant will effect 
efficiencies of from 13% to 21%, and the 
more recently developed Diesel engine 
will utilize as much as 33% of the heat 
energy in the fuel. Even the best steam 
turbine plant will develop hardly more 
than 18% thermal efficiency.” 

The type of prime mover used in the 
municipal plant has also been influenced 
by the location of the community with 
respect to natural resources. The avail- 
ability of an adequate and suitable water 
supply for hydro-electric power or for 
use in generation with coal; the use of 
gas as a fuel and its availability through 
long-distance transmission ;* the utiliza- 
tion of oil resources made available 
through development of the Diesel en- 
gine—these and other similar factors 
have affected the cost of fuel for genera- 
tion and thus have influenced the com- 
petitive position of the isolated plant in 
the electric field. 

Improvements in the design of oil en- 
gines have been attracting considerable 
interest, especially in sections where oil 


*% Percentage of heat energy in fuel in the furnace 
which is utilized in the form of useful energy at the 
machine. 


% Experimental installations using high-pressure, 
high-temperature steam and operating on a reheat cycle 
have shown higher thermal efficiencies. Higher thermal 
efficiencies, of course, do not necessarily result in lower 
total production costs. 


% For example, the city of Monroe, Louisiana, located 
in the Richland Field, pays only five cents per 1,000 cu. 
ft. for natural gas to fire the boilers of its municipally 
owned electric light plant. On a B. t. u. basis this is 
equivalent to 65 cents per ton for 13,000 B. t. u. coal. 
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is the cheapest fuel available. The 
development of the Diesel engine within 
the last 10 years is of particular inter- 
est. Manufacturers have been rather 
slow to see the full possibilities of ex- 
ploitation in the electric field but have 
found some vulnerable spots in the trans- 
mission line network. Whether by high 
pressure salesmanship, partial-payment- 
plan financing, or factual cost analysis, 
they are rather effectively convincing 
officials of some municipalities that iso- 
lated generation of electricity may, un- 
der certain conditions, result in a pro- 
duction cost below the price at which 
private companies will or can deliver 
energy from a transmission line. 

These are technological factors, some 
of which have operated in favor of mu- 
nicipal ownership just as surely as trans- 
mission line development and economies 
of large-scale production have thus far 
operated against it. How important are 
these factors? What type and horse- 
power of prime mover have prevailed in 
those plants which could not withstand 
the pressure of the new technology? 
What type of prime mover was used 
when the municipal plant originated? 
What type was in existence when it 
changed to a purchasing establishment 
or to private ownership? And more im- 
portant still, what type of prime mover 
has prevailed and exists in those plants 
which are still municipally owned and 
operated? Are these remaining plants 
strategically located in the transmission 
line network; have they satisfactory 


27 A measure of the advancement in the art in this 
section as compared with the entire country is given 
by the United States Census figures for D. C. equipment. 
In 1902, 60% of the commercial and 55% of the mu- 
nicipal dynamos of the country were generating direct 
current. By 1922 only 17.5% of the private stations 
and 17% of the municipal stations used D. C. equip- 
ment. In this geographic division, the percentages for 
1902 were the same as for the country as a whole but in 
1922, 29% of the commercial and 31% of the municipal 
dynamos were still operating D. C. There is some justi- 
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natural resources available; or will the 
pressure of economic forces and the new 
technology continue detrimental to mu- 
nicipal ownership? The purpose of this 
and subsequent articles on technology is 
to present fundamental facts about mu- 
nicipally owned plants upon which a 
critical analysis of these questions may 
be based. 


Scope and Methodology of Present Survey 


The first step in this study has been an 
effort to secure all data on type and 
horsepower of prime movers in municipal 
plants from 1903 to April Ist, 1930. It 
is impossible, within the limits of this 
paper, to present effectively this ma- 
terial for all sections of the country. The 
data are therefore limited to the num- 
bers of different types of prime movers 
used by municipally owned generating 
establishments in the West North Cen- 
tral geographic division, including those 
purchasing a part of their output. The 
horsepower capacity of these prime 
movers and comparison of the trends 
with other sections of the country must 
be reserved for subsequent articles. 

Areas Studied. The selection of this 
particular geographic division is justified 
by the relatively large number of iso- 
lated generating establishments remain- 
ing in this section. Of all municipally 
owned generating plants in existence in 
the United States, as of April 1, 1930, 
36.5% were in this division (Table I). 
These plants are largely on the economic 
frontier, the fringe of the present trans- 
mission line network.?” The seven states 





fication in referring to towns as “sub-marginal”’ where 
they have been unable to afford a change from D. C. to 
A. C. equipment. If these figures are a measure, towns 
in this section of the country are, as a group, further 
below the “margin” of economic generation than plants 
of the United States as a whole. As such, they offer an- 
other reason for not being absorbed in a transmission 
line network, especially if the system has been pushed 
into thinly populated territory and no cushion exists in 
net income for absorbing marginal plants. 














rvey 


lan 


MUNICIPAL OWNERSHIP AND TECHNOLOGY 247 


of this geographic division®® are much 
alike in their market characteristics. 
Small agricultural communities predom- 
inate; they are rather widely separated; 
and the market for electrical service is 
thus restricted. 


TasBLeE J. NUMBER AND PERCENTAGE DISTRIBUTION OF 
MunicipaLty Ownep GENERATING EsTABLISH- 
MENTS IN EXISTENCE AT APRIL I, 1930, 
BY GEOGRAPHIC Divisions 








Number of 

Generating 
Establish- 

Geographic Divisions ments 

in Existence 

April 1, 1930* 


Percentage 
of Total 
Generating 
Establish- 





West North Central 

East North Central.......... 
West South Central......... 
South Atlantic 

Mountain 

East South Central 

Middle Atlantic 

New England 

Pacific 


Ao COM DAMA 











*Includes 107 establishments which were purchasing part of 
their output in 1930. 


Period Covered. While previous studies 
already published have carried the sta- 
tistical information back to 1882, the 
limitations as to sources of information 
have made it necessary to begin this 
study at the year 1903. Fortunately this 
limitation is relatively unimportant, 
since the steam engine was the only 
prime mover extensively in use in mu- 
nicipal plants prior to Ig1o0, and the peak 
of that use falls in the period studied. 

Definition of Terms. For our purposes, 
generating plants include plants which 

8 Nebraska, Iowa, North and South Dakota, Min- 
nesota, Kansas and Missouri. 

2” There may be some doubt as to the advisability 
of including plants which purchase a part of their out- 
put as generating establishments. It is true that they 
are not entirely “self-sufficient” establishments, but the 
degree of their self-sufficiency is not known. In so far 
as the information was available all plants of a purely 
stand-by character, in which practically all of the out- 
put is purchased, have been eliminated. For purposes 
of the horsepower analysis it was considered advisable 
to keep the balance of the purchasing-part plants in the 
study. In any event the number of such plants has 
never been a large percentage of the total. Only 21 of 
the 357 generating plants in this division, as of April 1, 


are generating or have generated all or 
part of the current distributed.?® These 
plants will be treated by type of primary 
power used, and the plant will be con- 
sidered as the economic unit rather than 
the single engine.*° 
Oil-engine plants refer to the use of 
oil engines only. The term “‘oil engine” 
is used to include engines operating on 
the Diesel principle, and surface-ignition 
engines using crude oil introduced di- 
rectly into the engine cylinder and ig- 
nited by the hot bulb principle or directly 
by the heat created by compression. 
The term “gas engine” is used to des- 
ignate engines using manufactured gas, 
natural gas, or producer gas for fuel. 
“Other internal combustion engines” 
refers to a group of gasoline, kerosene, 
“Delco,” “Kohler” and other similar 
types, using high grade distillates for 
fuel but lacking certain characteristics 
of the gas and oil engine classes. 
Hydro-electric plants are designated 
by the use of the term water wheels, and 


1930, purchased part of their output. In order to pre- 
serve scientific accuracy, the number of plants included 
in the accompanying study but purchasing part of their 
output is given in the following table: 








Steam | Steam Oil Gas | Water 
Engine |Turbine} Engine | Engine | Wheel 
Plants | Plants | Plants*| Plants | Plants 
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1927....- 
1928..... 
1929 

1930..... 


I 
I 
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BOW AWN ANNAN COU AKDNAWD mw 
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*There was 1 “other internal combustion engine” plant in 


1921. 

"0 The Census of Electrical Industries at five-year inter- 
vals enumerates the total number of engines and the 
total horsepower by types of prime movers (except that 
oil and gas engines are not differentiated) but the total 
horsepower of a single plant cannot be determined. 
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steam plants are divided between those 
using reciprocating steam engines and 
those using some form of steam turbine. 

Where a plant uses more than one 
type of prime mover, such as “gas and 
oil” or “steam engine and steam tur- 
bine,” it is designated as a composite 
plant. 

Other terms used in this study corre- 
spond to the usage given them in previ- 
ous articles published. 

Sources. Starting with the McGraw 
Central Station Directory (years 1903 to 
1929 inclusive) as a background, the 
information given there was submitted 
to plant managers and city clerks for 
checking and correction. A_ special 
questionnaire was prepared for this work 
which proved fairly effective. In addi- 
tion, books, periodicals, bulletins of mu- 
nicipal leagues and other articles giving 
historical accounts and data on mechan- 
ical equipment in municipal plants were 
examined as far back as 1903. In addi- 
tion the records of primary-power equip- 
ment in plants acquired by private com- 
panies were secured from those com- 
panies in a number of cases. Finally, the 
lists of many engine manufacturers were 
secured and these aided materially in 
checking up engine installations. 


The Annual Net Change in Number of 
Generating Establishments 


At the close of 1903, 207 of the 212 
municipally owned generating establish- 
ments which had then originated in the 
West North Central division were still 
in existence (Table IT) and of these, 96% 
used steam engines only. If obtainable, 
figures for isolated private stations of a 
similar character in this division would 
probably show a comparable predom- 
inance of steam engines. This engine 


31 “Net change’”’ refers to number in existence in each 
year resulting from annual additions and subtractions. 


continued in popular favor for a number 
of years in these establishments and we 
find them used exclusively in 76.2% of 
the municipal plants in this division as 
late as 1910, whereas the larger stations 
of the country had changed to steam 
turbines by this date. 


TasLe II. NumpBer or Municipat GENERATING 
EstaBLIsHMENTS, West NortH CeEntrAL Geo- 
GRAPHIC Division, BY Type OF PRIMARY 
Power, BY YEARS 1903-1929, AND AT 
APRIL I, 1930 
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In the meantime oil- and gas-engine 
developments were making considerable 
progress. As a result, the number of 
steam-engine plants continued to de- 
cline, while the total number of generat- 
ing plants continued to increase to a peak 
of 619 in 1920. In this year, 34.1% of all 
plants used steam engines exclusively; 
36.8% used oil engines only; and 14. 1% 
had only gas engines as prime movers. 

The gas engine ranked second to the 
steam engine in numerical significance 
until 1913. This engine eliminated the 
personal element in efficient fuel utiliza- 
tion by eliminating the fireman; it 
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removed the difficulties of steam genera- 
tion where the quality of boiler feed- 
water was poor; and it offered possi- 
bilities of lower cost fuel in fields where 
natural gas was available. We find the 
gas engine developing uniformly in each 
of the seven states of this division and 
reaching a peak of its popularity at the 
end of 1918, when it was used in 16.4% 
(97) of the plants. After that year the 
decline in number has been very rapid 
(Chart I). 

Oil Engine Development. It is interest- 
ing to note the alacrity with which mu- 
nicipalities turned their attention to the 
oil-engine for service after 1912. The 
first oil-engine plant in this division was 
established in 1905 and, by IgI1I, 27 
were inexistence. The American patents 
on the Diesel engine® expired in 1912 and 
from Ig12 to 1921 the rate of increase 
of oil-engine plants was more rapid than 
that for any other type of prime mover 
(Chart I). The peak of the oil-engine 
development was reached in 1923 with 
254 plants, or 44.3% of all in existence. 
While the number in existence has de- 
clined in each year since 1923, the oil- 
engine plants have constituted an in- 
creasing percentage of the total in ex- 
istence (56.1% in 1929) and in the first 
three months of 1930 registered a slight 
increase (3) in number over 1929. It is 
significant to note that the only other 
type of prime mover to register a con- 
tinuous increase in this percentage re- 
lationship since the peak of the total 
number of generating plants in existence 
was reached in 1920 has been the steam 
turbine. In a subsequent article on 
horsepower it will be shown that steam- 


® The writer is indebted to Mr. Otto Meltzer for aid 
in compiling the data for oil-engine plants in this geo- 
graphic division. “The Importance of the Diesel Engine 
in Municipally Owned Electric Plants of the West Cen- 
tral United States” was presented by him as a thesis 
for the M. B. A. degree at Northwestern University, 
May 15, 1930. 
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turbine plants, while relatively few in 
number, have always exceeded oil-engine 
plants in total horsepower capacity, 
although both types have shown marked 
increases in total horsepower since 1918. 





CHART I 


RATE OF CHANGE OF NUMBER OF MUNICIPAL 
GENERATING ESTABLISHMENTS 


BY TYPE OF PRIMARY POWER 
WEST NORTH CENTRAL GEOGRAPHIC DIVISION 
1903 -APRIL 1,1930 


NUMBER OF ESTABLISHMENTS 











The peak of the oil-engine movement 
in this division was reached coincident 
with the easing up in money rates. This 
lowering of the cost of public utility 
capital undoubtedly acted as a spur to 
private acquisition which resulted in a 
sharp decline in number of all plants 
except those powered by steam turbines. 

33 These patents, granted in 1895 to Dr. Diesel, were 
purchased by Adolphus Busch. ‘The fact that sales of 
engines were very sluggish until 1912 is traceable to two 
factors—the opposition that every revolutionary pro- 
cess or machine encounters and the exclusive possession 
of the American patent rights by a single company.” 


L. H. Morrison, “Oil and Gas Engine Development,” 
52 Mechanical Engineering 351 (1930). 
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However, the rate of decline of the oil- 
engine group was so much slower than 
that experienced by gas and steam en- 
gines (Chart I) that one is inclined to 
suspect a tangible resistance to private 
acquisition of these plants. 

Composite Plants. This hypothesis is 
further strengthened when we examine 
the character of the composite plants 
which have shown a similar stability in 
the face of adverse economic and tech- 
nological developments. Plants using 
more than one ty pe of prime mover have 
been significant in number since IgIo, 
and, as might be expected because of the 
continual shifting of plants into, as well 
as out of, this classification, have made a 
rather stable contribution to the total 
number throughout the period (Table 
IJ). An analysis of the various combina- 
tions of power equipment which have 
existed in this division is given in Table 
Ill. 

Again, the stabilizing influence of the 
steam turbine in those plants which were 
large enough to warrant steam-turbine 
operation is apparent. Steam turbines 
combined with steam engines exercised 
an increasing numerical influence until 
1925, when they reached a total of 24 
or 37.5% of the total number of compos- 
ite plants in existence in that year. 
While they had declined to 18 in 1929, 
they still represented 34% of the total 
number of composite plants. Similarly, 
combinations of oil engines with steam 
engines have shown a fairly consistent 
increase, with the maximum number in 
the period (22) on April 1, 1930. At this 
point they represented 40.7% of the 
total number of composite generating 
plants. Steam engines and gas engines 
proved a poor combination in the ex- 
perience of plants in this geographic di- 
vision, all such combinations having dis- 
appeared by 1927, while gas engines com- 
bined with oil engines had slightly better 
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Taste III. Numper or MunicipaL GENERATING 
EsTABLISHMENTS IN ExisteNcE Havinc More 
THAN OnE Type or Primary Power, West 
NortH Centra Division, BY Years 

1903-1929 AND APRIL I, 1930 
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survival qualities. Similarly, water 
wheels when supplemented by oil-engine 
power have maintained their numerical 
position fairly well, whereas the last 
gas engine and hydro-electric co.nbina- 
tion departed in 1921. 


Changes of Primary Power 
in Existing** Plants 


An analysis of the year-to-year chang- 
es*5of types of prime movers offers further 
indications of a definite trend to the oil 
engine. For example, since I9II, 79 
plants have changed to oil engines di- 
rectly from some other type of prime 
mover and 55 of these changes were 
made after 1921. In addition, 92 plants 
have at some time been in this transi- 
tional stage, using oil engines in connec- 
tion with some other type of prime 
mover and 44 of these have completed the 

* Existing at the end of each year. 


3% Space limitations prohibit presentation of tables of 
these transitions year by year. 
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transition to oil engines only. Contrasted 
with these figures the movement in the 
opposite direction (i. e., from oil engines 
to some other type) has been insignifi- 
cant. In the entire period from 1903 to 
April 1st, 1930, only four plants have 
changed completely from oil engines to 
another form of primary power and only 
eight have added some other type to ex- 
isting oil-engine equipment. All of these 
reversions took place prior to 1925. 

The significance of this transitional 
stage is emphasized if we now examine 
the experience of the gas engine in a 
similar way. In the entire period only 
12 plants have changed to gas engines 
directly from some other form of motive 
power and only 21 have added gas en- 
gines to other existing prime movers. 
All of these changes occurred prior to 
1924. However, 43 plants, which had 
gas engines only, changed to another 
type entirely; 18 added other types to 
existing gas-engine equipment; and 31 
eliminated gas engines from their exist- 
ing combinations. Practically all of these 
changes occurred between 1914 and 1928. 
The trend here is distinctly opposite to 
that noted for oil engines. 

The changing character of steam- 
engine plants offers an even more strik- 
ing analogy. In the 30-year period, 56 
establishments abandoned steam engines 
as their only type of prime mover in 
preference for some other type; 112 
added some other type to existing steam 
engines;3> and 56 completed the tran- 
sition by abandoning the steam-engine 
portion of their composite plants. The 
majority of these changes have occurred 
since 1920. Contrasted with this only 11 
plants changed completely from another 
type of motive power to the use of steam 


% The first step in retirement of obsolete equipment. 


37Since many of the changes described have been 
taking place since 1920, it is likely that such oppor- 
tunities have been offered to many of them. 
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engines only (and all of these changes 
occurred prior to 1923); eight plants 
added steam engines to existing prime 
movers of another type; and, prior to 
1924, 16 changed from part steam to 
steam engines only. Again the trend is 
opposite to that displayed by oil engines. 

If these municipalities have had op- 
portunities to sell their plants*’to private 
companies, their activities in replacing 
or supplementing obsolete equipment 
with more modern engines undoubtedly 
has greatly increased their resistance to 
private ownership—a resistance which 
first manifests itself in these figures after 
1912 and which seems to have been 
fostered by the more recent develop- 
ments of the oil engine. The motive 
back of a change in plant equipment is 
similar to the motive which prompts a 
change in ownership; it is largely eco- 
nomic. The obsolete unit is replaced by 
an oil engine because it is expected to 
lower costs of generation or because 
local conditions do not warrant the in- 
stallation of steam turbines. And it may 
well follow that such a prospective in- 
crease in plant efficiency may have 
caused municipal officials to decide that 
the price offered by private operators for 
acquisition of the plant was too low or 
the rates offered for service under private 
ownership were too high. 

Here then is evidence that an in- 
creasing number of municipal plants 
existing after 1912 are oil-engine plants 
or steam-turbine plants or plants in the 
transition stage toward the use of these 
prime movers. Municipalities seem to be 
responding to the economic appeal made 
by these newer developments in tech- 
nology.*® The fact that the oil-engine 
development is comparatively recent 
may account in part for the favorable 
situation which the above figures depict. 


% This hypothesis ic further strengthened by the 
analysis of horsepower capacity and horsepower group- 
ing which will be made in a subsequent article. 
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CHART II 


MUNICIPALLY OWNED GENERATING ESTABLISHMENTS 


CLASSIFIED BY TYPE OF PRIME MOVER 
WEST NORTH CENTRAL GEOGRAPHIC DIVISION, APRIL |, 1930 
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Certain economic advantages of the oil 
engine for small isolated stations*® have 
recently been emphasized by manufac- 
turers. Furthermore, “payment for the 
plant out of profits” is an argument 
which is being used effectively and a new 
financing corporation is already in the 
field to relieve manufacturers of the bur- 
dens of the partial payment plan. 

The appearance of oil engines in these 
plants in connection with other types of 
prime movers is therefore to be expected. 
Whether they will continue to supplant 
other forms of primary power will de- 
pend somewhat on the future significance 
of the obsolescence factor,*® as well as 
upon the effectiveness of the price com- 
petition which private companies will be 
able to exert in these small communities. 
A cross-section of Chart I at April 1, 
1930, is given by the geographic distribu- 
tion of these plants, Chart II. 

The number of plants in existence at 
the end of each year, by type of primary 
power, is in a sense a Static picture or 
annual balance sheet. The internal tran- 
sitions from one type of prime mover to 
another within the plants existing at the 
end of each year have been discussed. 
The picture afforded by the resulting 
balance sheet is more clearly understood 
if we examine the “income and expense 
statements” —the annual gross additions 
of new plants and the losses of old plants 
by type of prime mover. 


Annual Additions 


Referring to Table IV, 690 municipal 
generating establishments originated in 


Especially on the fringe of the transmission line 
network. 

*° The possibilities of natural gas for fuei may enter 
here, as well as new developments in power-production 
equipment. 

4' Of the plants originating only two began as gener- 
ating part and purchasing part of their output. Both 
these were steam-engine plants. Plants originating in- 
cluded those purchased by municipalities from private 
companies. In the period studied there were 169 of 
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this geographic division in the period 
1903 to April Ist, 1930.*1 Of this number 
194 or 28.1% began operations with 
steam engines as the only type of prime 


Tasie IV. Numser or Municipat GENERATING Es- 
TAGLISHMENTS ORIGINATING IN THE West Nortu 
Centrat Division, By Tyre or Primary 
Power, AT Date oF ORIGIN, 1903-1930. 
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mover and 87% of these began before 
1917. Only five placed their initial re- 
liance solely upon the steam turbine. 
Contrasted with this we find a total of 
287 or 41.6% originating with oil engines 
only, and 90% of these started after 
1911. Municipal ownership began with 
a gas-engine plant in 153 (22.2%) of the 
cases and 75% of these originated in the 
period 1910-1920. 


these of which 66 began municipal operation with steam 
engines, 2 with steam turbines, 60 with oil, 29 with gas 
and 3 with other internal combustion engines, 1 with 
water wheels and 9 with composite engine equipment. 
Also it should be noted that municipal establishments 
changing from purchasing all of output to generating 
all accounted for 6 originations, 1 oil engine plant in 
each of the years 1915, 1922, 1924 and 1928, I gas-en- 
gine plant in 1910 and 1 steam-engine plant in 1917. 
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Thus we have three overlapping pe- 
riods during which each of three types of 
prime movers was most active when 
generating plants were started. Steam- 
engine development is confined largely 
to the period prior to 1917 with the peak 
year of originations as early as 1904. 
Oil- -engine development has been sig- 
nificant since Ig11 and the gas engine en- 
joyed a short period of popularity from 
IgIO to 1920. 

If we include the 24 plants starting 
with “other internal combustion en- 
gines’”? we find that 464 or 67.3% of the 
690 originations began operation with 
some type of internal combustion engine. 
These figures indicate the important 
part played by these engines in support- 
ing the gross numerical increase in mu- 
nicipal ownership in this division. 

The popularity of the oil engine as a 
medium for starting new municipal en- 
terprises seemed to reach a peak in IgI5 
when 28 such establishments began. 
However, something was happening to 
bestir the acquisitive interest of private 
capital in these hitherto unattractive lo- 
cations, for the number of oil-engine orig- 
inations dropped to 23 in 1916 and to 16 
in 1917. The experiment of serving 
small communities from a central station 
was beginning to bear fruit. 

In 1918 and 191g the drain on private 
capital in supplying the instruments of 
war reacted unfavorably on public util- 
ities and expansion programs were cur- 
tailed. This seemed to remove the eco- 
nomic pressure from municipal owner- 
ship temporarily and the number of oil- 
engine establishments originating in- 
creased to 27 in 1918 and 26 in Ig1g. In 
1920, Ig more oil-engine plants began 
operations. No other type of prime 
mover elicited any particular interest in 
these years among municipalities seeking 





4 For the distinction see “Definition of Terms,” p. 247. 
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electric service. After 1922, municipal 
ownership continued to respond to the 
pulse of economic forces. Private capi- 
tal seemed to be getting its “second 
wind.” Only 24 municipal plants began 
in this year but 14 of these were oil- 
engine establishments. By 1923 only 12 
plants originated and only six of these 
were powered by oil engines. In 1924, 
six of the seven originations were oil- 
engine plants. Since then the number of 
plants originating has never been greater 
than three in one year but all these began 
with only oil engines for primary power. 


Annual Deductions 


The gross deductions are composed of 
plants changing directly to private own- 
ership and plants changing from gener- 
ating all or part of their output to pur- 
chasing all of the current distributed. 
The changes to private ownership will be 
considered first. 

Changes to Private Ownership. A total 
of 305 generating establishments changed 
to private ownership in this division 
during the period from 1903 to April Ist, 
1930 (Table V). In the first 13 years 
(one-half of the period) only 26 plants 
had changed to private ownership and 
24 of these were powered by steam en- 
gines. Private capital was evidently not 
actively interested in acquisition of these 
plants up to the end of 1915. In the next 
two years, however, 28 plants changed 
to private ownership, two more than 
changed in the previous 13 years. From 
1918 to 1922 we again see the effect of 
the war in restricting private acquisitions 
as only 49 plants were acquired in five 
years, and the annual additions of new 
generating establishments were still more 
than sufficient to offset the losses. The 
rate of acquisition then increased from 21 


43 Because of the steady popularity of the oil engine 
up to this time. 
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in 1923 to 45 in 1926“ and since that 
time has been declining with only one 
plant acquired in the first three months 


of 1930. 


Taste V. NumBer or MunicipaL GENERATING 
EsTABLISHMENTS CHANGING TO PRIVATE OWNER- 
sHIP IN THE West Nortu Centra Division, 

By Type or Primary Power at Date 
oF CHANGE, 1903-1930 
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Prior to 1923 no year saw more than 
four oil-engine establishments changing 
to private ownership. In 1923, eight such 
plants were sold and in 1925, 22 were 
acquired by private companies. The year 
1927 was bad for the internal combus- 
tion engine plants, for 37 out of a total of 
40 changing to private ownership were 
in this engine classification and 27 of 
these were oil-engine plants. 

It is apparent that by 1923 the cu- 
mulative effects of the new technology and 
a favorable money market were sufficient 


* During the war and post-war periods, many muni- 
cipalities had curtailed paving work and other public 
improvements. The need for these coupled with the 
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to offset numerically the rising tide of 
the internal combustion engine. The 
gas-engine plants seemed unable to offer 
any material resistance to these econom- 
ic forces. Thirty-five of these plants 
changed to private ownership after 1921 
and only 10 new plants began with gas 
engines in the same period. The oil- 
engine plants, however, resisted the 
forces fairly well up to 1925. Prior to 
that year 274 such plants originated and 
only 33 had changed to private owner- 
ship. In the next five years, however, 90 
oil-engine plants changed from munici- 
pal to private ownership and only 10 
new plants originated with this primary 


power. 

With the growth of the transmission 
line network the numerical extension of 
municipal ownership was experiencing 
increasing opposition. The experimental 
period of transmission line development 
had passed by 1916 and had it not been 
for the war it is probable that the decline 
registered in the number of municipal 
plants after 1923 would have occurred 
about five years earlier. 


The full effect of these forces is not 
reflected in the number of plants chang- 
ing to private ownership. It will be re- 
called that the number of new establish- 
ments was more than enough to offset 
the losses by private acquisition as late 
as 1922. However, the peak number in 
existence was actually reached as early 
as 1920, falling short of 1922 because of 
the increasing number of plants which 
were by this time changing from gener- 
erating to purchasing establishments. 


Changes to Purchasing. An analysis of 
this movement is given in Table VI. 
By December 3Ist, 1929, 222 generating 
establishments had abandoned or sold 
their primary-power equipment and were 


possibility of increased taxes probably accounted for a 
part of this heavy decline. 
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purchasing all current distributed.” The 
first loss of this character was registered 
by a steam-engine plant in 1905. Steam 
engine plants accounted for 82 (37%) of 
such changes but 69 or 84% of these had 
taken place by the end of 1923. The oil 
engine accounted for 77 losses but 87% 
of these occurred from 1920 to 1927. 


Taste VI. Numper or MunicipaAL GENERATING 
EsTABLISHMENTS CHANGING TO PURCHASING IN 
THE West NortH Centrat Division, By 
Type oF Primary Power*, at Date 
or CHANGE, 1903-1930 
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*No steam turbine establishments were found in this group. 


Similarly, of the 49 gas-engine plants 
changing to purchasing establishments, 
63.2% changed in the period 1921-1926. 
Only five plants changed to purchasing 
all of their output in the two years 1928- 
29, three of which were oil-engine plants, 
one gas-engine and one a steam-engine 
station. It is significant that no steam- 
turbine plant has thus far changed to 
purchasing all of the current distributed. 


These still constitute instances of municipal owner- 
ship but the municipality does only a distributing bus- 
iness. 


The economic forces already described 
affected the technical character of existing 
establishments in much the same way 
that they affected the arithmetical count 
of municipally owned plants. The move- 
ment from generating to purchasing was 
well started in 1915 to 1917, was tempo- 
rarily halted in 1918 and 1919, and fully 
resumed by 1921 when private capital 
was again prepared to extend its service, 
with the peak of the movement coming 
in 1922. It may be noted that the rate of 
change from generating to purchasing 
has been declining since 1922, whereas 
the rate of change from municipal to 
private ownership of generating plants 
has been declining only since 1926. 


Summary 


Technological factors have sometimes 
aided and sometimes hindered the mu- 
nicipal ownership movement in this geo- 
graphic division. In the period prior to 
1910, private capital was concerned pri- 
marily with the development of internal 
economies in existing generating plants. 
The result was an intensive development 
of favorable markets, leaving municipal 
ownership to expand rapidly in numbers 
where private capital could not or would 
not provide the service. Steam engines 
were at that time the principal prime 
movers available to communities desir- 
ing to enter the business of electrical 
generation. 

The period from IgIo to 1917 marks 
the beginning of active integration in the 
electric light and power industry. Pri- 
vate capital then interested itself in an 
extensive development of markets. It is 
not illogical to assume that in reaching 
out for new markets, the more attractive 
of these smaller publicly owned plants 
were the first to receive offers from 


46 The analysis of horsepower groups may provide a 
clue as to the reason for this difference. 
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privately owned utilities. Attractive- 
ness, however, depended not so much on 
prime-mover equipment as on location 
and market with respect to the expan- 
sion program. 

Our analysis indicates that the in- 
ternal combustion engine, particularly 
the oil engine after 1912, added new life 
to the municipal ownership movement 
just at the time when the steam engine 
was contributing to its demise. The new 
technology of interconnection was not 
moving westward rapidly enough to 
satisfy the desire of all small commun- 
ities for electric service. The internal 
combustion engine offered them the pos- 
sibilities of that service and many of 
them accepted it. Furthermore, as ob- 
solescence crept upon the steam-engine 
plant, the oil engine presented an alter- 
native to complete abandonment. In 
many cases it eventually supplanted the 
steam equipment entirely. 

In the East and East North Central 
sections of the country this oil-engine de- 
velopment got under way just in time to 
be caught in the transmission line net- 
work, but in the West North Central 
division it was strongly intrenched be- 
fore the net was stretched. The war was 
doubtless one factor in delaying the ex- 
tension of transmission lines into this 
territory. By 1922, however, the inter- 
connection program was again speeded 
up. At this point we have to differentiate 
between the gas and the oil engine. The 
former evidently could not compete with 
the economies of a new technology, for 
its numerical decline has been precip- 
itous since 1921, but the latter has shown 
a greater resistance to private acquisi- 
tion. 


The slowing up in the rate of total 
decline since 1927 may be significant. 
It may be that private capital has gone 
far enough (or perhaps even too far in 
some instances) in its extensive develop- 
ment of markets. The recent emphasis 
given to merchandising policies and im- 
proved rate structures lends color to such 
an hypothesis. 

Further losses in municipal plants will 
doubtless accrue as the transmission line 
network is strengthened or spread but 
the experience of the first three months 
of 1930 may be an indication that vul- 
nerable spots still exist in the system, for 
only one municipal plant was acquired 
by commercial interests in this division, 
whereas three new oil-engine plants be- 
gan municipal operation. The experi- 
ence of three months, however, can 
hardly be accepted as an indication of a 
distinct reversal in trend in municipal 
ownership. The difficulty of financing 
acquisitions since the summer of 192g is 
probably the significant factor. 

This numerical analysis of municipally 
owned generating plants merely points 
out the broad trends in prime-mover de- 
velopment and relates them to significant 
economic forces working in the various 
periods. The forces affecting the move- 
ment are so complex that it is impossible 
precisely to correlate cause and effect re- 
sulting from any one of them. We can 
only isolate the factors, weigh them 
quantitatively, and finally view them in 
relation to one another. It is proper, 
therefore, that the final interpretation 
should wait until the whole picture has 
been unveiled. The analysis of these 
plants by horsepower of prime movers 
will be presented in the second article. 
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NEW YORK STATE STUDIES REGULATION 
By JOHN D. SUMNER 


adequacy of her public utilities 

law and its administration comes 
at an interesting juncture. Nearly a 
quarter century of commission regula- 
tion has elapsed since Wisconsin under 
Governor La Follette and New York 
under Governor Hughes, in 1907, in- 
augurated administrative commissions 
of the so-called “mandatory” type, 
possessed of fairly wide and substantial 
powers, and designed to insure adequate 
service at reasonable rates. Although 
there is wide variance among states, 
both as to the scope of jurisdiction and 
the character of powers granted, regu- 
latory commissions now exist in all 
states but Delaware. 


The past decade and a half has been 
critical in the history of regulation, and 
in the view of many, state commission 
control is being weighed in the balance. 
A combination of factors is severely 
testing the efficacy of state commission, 
and indeed of every type, of regulation. 
Full examination of these factors is not 
within the scope of this article, but at- 
tention should at least be directed to cer- 
tain fundamental forces, which together 
have placed a severe strain upon existing 
machinery. Foremost of these forces, 
perhaps, is the revolution in general and 
individual commodity price levels which 
accompanied and followed the world war 
and which present signs indicate may not 
yet be completed. Rising prices have 
in many cases necessitated commission 
authorization of increased rates, always 
an embarrassing situation for a public 
body. Dollar production costs have 
undergone rapid changes and in doing so 
have made rate regulation, by the meth- 


Ni YORK’S investigation of the 


ods now generally attempted, a difficult 
if not an impossible accomplishment. 

A closely allied difficulty has been en- 
forcement under judicial review of the 
“present value” doctrine of the courts, 
While the logical fallacies of such a 
doctrine might be overlooked during a 
period of price stability, the administra- 
tive difficulties to which it has given 
rise during the past 15 years have been 
overwhelming. The quick progress of 
production technology has likewise pro- 
duced a situation in which commissions 
have needed to be everlastingly alert to 
insure any sort of correspondence be- 
tween rates and production costs, a 
circumstance notoriously true in the 
electric industry. Furthermore, the 
organization of the public utility in- 
dustries is undergoing, we may nearly 
say has undergone, a change of far-reach- 
ing significance. The utility field 
technically and financially is ideally 
adapted to holding company control, 
with the result that commissions have 
confronted new problems, and in doing 
so have sometimes found themselves 
inadequately equipped for the task of 
regulation. Finally, changes in produc- 
tion organization and technology, par- 
ticularly in the electric and communica- 
tion industries, have united to make 
utilities increasingly interstate in char- 
acter, and to necessitate either some 
form of joint action among states under 
the compact clause, or federal assump- 
tion of jurisdiction. 

These and other circumstances have 
unquestionably impaired the efficiency 
of commission regulation and have led 
to widespread doubt not alone as to the 
efficacy of control under existing laws, 
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but as to the entire feasibility of com- 
mission regulation.! 

Special circumstances leading to the 
New York investigation are interest- 
ing: the well-known proposal of former 
Governor Smith for public ownership 
and development of undeveloped water 
power resources, subscribed to by Gover- 
nor Roosevelt, his successor, has for 
some time focused attention in the Em- 
pire State on public utility problems; 
and in no state has the electric utility 
recently experienced a more rapid and 
spectacular reorganization than in New 
York.2. The extent of holding company 
control in New York is evidenced by the 
fact that in 1928 the holding company 
groups controlled 98.5% of the kilowatt 
hours sold.2 The Public Service Com- 
mission of New York in its 1927 and 1928 
Reports urged the need for adequate con- 
trol of holding companies.‘ Finally, 
such incidents as the long drawn-out 
New York Telephone rate case height- 
ened public dissatisfaction and _pro- 
duced a spirit of criticism and doubt. 


1 Outward evidence of doubt and criticism is afforded 
by investigations initiated in 1929 by New York, 
Massachusetts and Wisconsin to determine the effective- 
ness of commission regulation under existing law and 
procedure; other states have considered doing likewise. 
In the national field the Federal Trade Commission has 
been busy with its investigations of the electric light 
and power industry; the Senate Interstate Commerce 
Committee has investigated the Federal Power Com- 
mission and has studied proposals for a federal com- 
munications and power commission. 

* The Consolidated Gas-Brooklyn Edison combina- 
tion in 1928; the creation of the Buffalo, Niagara and 
Eastern holding company in 1925; the paramount po- 
sition assumed by the Niagara-Hudson combine in 
northern New York in 1929; and predicted combina- 
tion of the Consolidated Gas and Niagara-Hudson 
groups are among the occurrences which have kept 
popular interest alive. Interesting, in view of current 
rumors of this last combination, is a statement in the 
report of Colonel Donovan, counsel of the investigating 
commission: 

“The testimony of Mr. Sloan (5389-5402) indicates 
that the interconnection of the Niagara-Hudson 
system and the Consolidated Gas system would be 
economical and may be inevitable.” (Report, Com- 
mission on Revision of Public Service Commissions 
Law, Legislative Document, No. 75 (1930), p. 141. 
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The New York legislature on April 16, 
1929, passed the Thayer-Dunmore bill® 
providing for the establishment of a 
commission to investigate proposed re- 
visions of the public service commission 
law. It created a commission of nine 
members, three to be appointed by the 
Governor, three by the Assembly, and 
three by the Senate. This placed control 
of the commission with the Republicans 
of the legislature rather than with the 
Democratic governor as proposed in an 
earlier measure.6 The commissioners 
appointed were Senators Knight, Hickey, 
and Thayer; Assemblymen McGinnes, 
Stone, and Dunmore; and governor’s 
appointees Adie, Bonbright, and Walsh. 
Mr. Adie had previously been appointed 
to the New York Public Service Com- 
mission by Governor Roosevelt but had 
not been confirmed; Mr. Bonbright is 
professor of finance at Columbia Uni- 
versity and a well-known student of 


3 Kw. Hrs. Sold 


54.6% 
34.8 


Niagara-Hudson group 
Consolidated Gas group 
Associated Gas & Electric Com- 


pany group 
Long Island Lighting Company 


7.6 


1.2 
“3 


group... 
All other holdinggr oups 


98. 5 
(Ibid, p. 141). 
4 Referred to in article by former Chairman Prender- 
gast of the New York Public Service Commission, 
New York Times, March 3, 1929, Sec. 9, p. 7- 


5 Laws of New York, 1929, Ch. 673, p. 1607. 


6 An earlier measure, the Sheridan-Sargent bill, was 
introduced in February, 1929, and provided for a com- 
mission of five members, three of whom were to be 
appointed by the Governor (New York Times, February 
21, 1929). This bill was followed by the Thayer-Dun- 
more bill, sponsored by the Republican leaders of the 
legislature (New York Times, February 26, 1929), 
which was the measure finally enacted. Governor 
Roosevelt, on March 25, 1929, specifically recommended 
the creation of an investigating commission (New York 
Legislative Document No. 84 (1929) ). In view of the 
subsequent division in the investigating commission 
between legislative and gubernatorial appointees, this 
shift in control of commission membership from the 
governor to the legislature is particularly interesting. 
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public utility problems; Mr. Walsh is 
known as an attorney frequently repre- 
senting labor organizations.’ 

The powers of the commission were 
ample to carry out the purposes of its 
creation, which were to make a thorough 
study of the public service commission 
laws of New York and other states, in 
order to ascertain the effectiveness of 
the New York law, to determine what 
amendments or revision seemed de- 
sirable, and to draft measures recom- 
mended for legislative enactment.® 

The hearings were extensive and un- 
usually worth while;® and the final re- 
port of the commission”? was submitted 
on February 28, 1930. It contained some 
500 pages and includes a majority re- 
port; a minority report, signed by com- 
missioners Adie, Bonbright, and Walsh; 
a report by W. J. Donovan, Counsel; a 
suggested report by Senator Thayer; 
and, as an appendix, memoranda on 
public utilities in six foreign countries." 

The following discussion of the re- 
ports is arranged topically, and, because 
of the length and substance of the re- 
ports and the limited space here avail- 
able, is in no sense to be considered an 
adequate digest; it is necessarily limited 
to those features of the several portions 
of the document which to the reviewer 
seem most interesting and significant. 
For the most part the digest will be 
limited to the majority and minority re- 
ports; the report of counsel agrees sub- 


7The Commission was assisted throughout by a re- 
search staff, headed by W. E. Mosher, Director, School 
of Citizenship and Public Affairs, Syracuse University. 
The Commission counsel was Colonel William J. Don- 
ovan, former assistant attorney general of the United 
States. 

8 Laws of New York, 1929, Ch. 673. 

® Witnesses included representatives of the public, 
municipalities and civic organizations, regulatory bodies 
in other states, public utilities, numerous well-known 
technical experts and advisers, and the members and 
staff of the public service commission. The hearings 
were comprehensive, the stenographic record covering 
5,816 pages; 205 exhibits were filed. 


stantially with and in most respects is 
apparently the basis of the majority 
report. It is important to note that the 
majority and minority reports agree 
substantially in all matters except: (1) 
recommendations dealing with the way 
in which the state-wide valuation which 
both recommend is to be used for pur- 
poses of rate control; (2) method of 
appointment of the People’s Counsel; 
(3) certain phases of salary policy; (4) 
grade-crossing elimination; and (5) 
the question of municipal competition. 

The points on which substantial agree- 
ment is reached are numerous, ex- 
tremely significant, and by no means 
limited to petty matters. It may be 
noted, however, that the tone of the 
minority report, especially Part I,” is far 
more aggressive and condemnatory than 
is that of the majority, or even that of 
counsel. The minority feel, moreover, 
that the first point of disagreement— 
the plan for rate control—is extremely 
important. Indeed, they assert that, if 
the necessity of submitting to the “fair 
value” doctrine were to be indefinitely 
prolonged, they would be in favor of 
immediate steps toward government 
ownership." 


Views As To The Status of Regulation 


One of the most interesting parts of 
the Report relates to the present health 
and condition of commission regulation 
in New York. As to the effectiveness of 


10 Cited supra, n. 3. 

11 Report, p. 423, prepared by Professor O. C. Hormell 
of Bowdoin College. 

2 Part 1 of the minority report (p. 254) on the 
“General Problem of State Regulation” was prepared 
by Commissioner Walsh and its recommendations and 
conclusions concurred in by Commissioners Bonbright 
and Adie. Part 11 (p. 334) on the “Basis of Rate Con- 
trol” was prepared by Commissioner Bonbright and 
concurred in as to conclusions and recommendations by 
Commissioners Walsh and Adie. 


8 Report, p. 416. 
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commission regulation, the majority are 
mildly critical;4 the minority aggres- 
sively so.” 

The majority and minority agree that 

the Commission has overestimated the 
judicial phase of its work to the detri- 
ment of its administrative functions; 
and that the commission has shown in- 
sufficient initiative in advancing the in- 
terest of consumers. The minority is 
outspoken: 
“Not only has the commission failed to push 
the public interest aggressively, but it has 
openly taken the corporation attitude toward 
efforts of consumers to make their voice 
heard.’”® 


The minority likewise condemn the 
utilities.!” 

“We tind that the utilities themselves are 
chiefly responsible for this failure of regula- 
tion and that they have spent millions of 
dollars to thus free themselves from any 
limitation on their ability to charge what the 
traffic will bear, or, as they themselves put it, 


, ” 


‘what business judgment dictates’. 


The present-value doctrine of the 
courts, enforced by judicial review, is 
declared by majority and minority 
alike to constitute the fundamental bar 
to effective regulation.'® The report of 
the minority develops at length!® the 
point that overcapitalization, in the 





“Say the majority, “It is... our belief that the 
record does not justify the deduction that regulation 
through the Public Service Commission has failed. We 
are ready to admit that the Commission, like other 
human institutions, may be improved... ” (Jdid., 
p. 15). 

4 In that portion of the minority report prepared by 
Commissioner Walsh appears the following: ‘On the 
basis of this intensive investigation, we find that 
effective public utility regulation has broken down,” 
and, to make matters emphatic, the added assertion— 
“and that the consumers of the State have been aban- 
doned to the exploitation of the public utility companies 
without any effective restraint by the Public Service 
Commission.” (Jdid., p. 258.) 


6 Report, p. 302-303. 
" Tbid, p. 258. 
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sense of a capitalization larger than in- 
vestment, has been largely replaced by 
a new form of overcapitalization of an 
equally vicious nature. This new over- 
capitalization is in fact over-valuation, 
and is fostered by the “‘present-value”’ 
doctrine of the courts which has often 
led to the absurdity of a “fair return” 
higher than most prosperous companies 
can earn.”° 


Rate-Base and Rate of Return 

This brings us to the subject on which 
there is at once the greatest accord and 
disagreement between the two reports. 
Each report, as above indicated, empha- 
sizes the valuation problem as the crux 
of rate regulation. Each emphatically 
states the necessity of a stable rate-base. 
Finally, both recommendations call for 
a complete valuation of utility proper- 
ties, other than steam and street rail- 
ways,” on the basis of the so-called 
“law of the land” (as respects valuation), 
thus giving substantial and perhaps 
major weight to the cost of reproducing 
the identical plant, less observed de- 
preciation. From then on, however, the 
two reports are at loggerheads. 

The majority recommendation is the 
less far-reaching of the two. It provides:” 
(1) that all existing properties, except 


18Say the majority (p. 16): “Its decisions [the 
Supreme Court’s] taken all together lay the ground for 
methods of determining values that permit of a great 
variety of interpretation and emphases”; and later (p. 17) 
“Effective regulation requires a definite rate-base and 
one that will not be subject to more or less continuous 
variation.” 

The minority report contains the following (p. 53): 
“Truly effective regulation will be impossible as long as 
there prevails in this State the rule that the so-called 
‘value of the property,’ as determined by the court, 
shall be the basis of rate control.” 

1° Thid., pp. 273-284. 

20 Thid., pp. 351-2. 

21Steam railroads are excluded because of the 
dominant position of federal control; street railways, 
because their inability to earn any sort of satisfactory 
return makes valuation little more than an “‘academic”’ 
problem. 

2 See Report, p. 16, et. seq. 
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as above noted, shall be valued by the 
Commission according to the “law of the 
land;” (2) that on the basis of such 
valuations the Commission be authorized 
to enter into contractual rate-agreements 
with the companies, if the latter so desire, 
these contracts to run Io years; (3) 
during the 1o-year period future in- 
vestments are to be added to the initial 
valuation “according to the amount 
actually expended and approved,” rate- 
regulation during the period to be ac- 
complished through accounting control; 
(4) at the end of the 10-year period the 
valuations are subject to revision and 
new contracts may be made; (5) in 
case a utility is unwilling to enter into 
such an agreement, ‘“‘the Commission 
shall use the initial valuation and keep 
them up to date according to accepted 
methods.” 

The majority plan is clearly an at- 
tempt to secure some degree of rate- 
base stability without enacting a plan 
which is contrary to the valuation 
doctrines of the Supreme Court. 

The minority propose the enactment 
of acomparatively revolutionary policy.” 
A valuation of existing properties is to 
be made by the same methods advocated 
by the majority. Instead of optional 
short-term contracts, however, this pro- 
posal calls for a mandatory enforcement 
of rate-regulation on the basis of the 
initial valuation, kept up to date by 
adding subsequent additions to plant at 
cost, less the book values of properties 
withdrawn from service, and the amount 


% Ibid., pp. §3-55, and the main minority report, 
Part 1, pp. 250-3, 334 et seq. 

*% Depreciation is to be provided for by ample de- 
preciation allowances which “shall include all causes 
which reduce the service life of the property” (p. 415). 
The amount of the reserve may be reinvested in the 
property of the utility, but “the amount of this re- 
serve shall be deducted from the book values of the 
corporate assets in the determination of the rate-base” 
(p. 395). This is apparently subscribed to by the ma- 
jority plan as well (pp. 22, 24). This prevents the con- 


in the depreciation reserve. The mi- 
nority, chiefly with a view to bolstering 
the constitutionality of their proposal,* 
introduce a 25-year contract plan as an 
optional measure. Thus, if a company 
elects, it may choose the new type of 
regulation for a trial period; at the end 
of this period the public may purchase 
the property for the then “value” of the 
rate-base which has been computed as 
outlined above. The minority empha- 
size that they do not believe that an 
optional contract can be made effective 
unless accompanied by the mandatory 
provisions of the statute. 

Rate of Return. Before analyzing the 
alleged merits and demerits of the above 
plans the majority and minority views 
for control of the rate of return should be 
outlined, inasmuch as the rate of return 
is essentially a part of the valuation 
problem. Control of the rate of return 
happens to be particularly important in 
New York State because of the high pro- 
portion of hydro-electric generation, ac- 
tual and prospective. Hydro generation 
ordinarily results in an unusually slow 
rate of capital turnover, and the pro- 
portion of capital costs to total costs of 
production becomes relatively high. This 
fact places even small variations in the 
rate of return in a significant relation to 
rates charged consumers. Furthermore, 
the policy of the New York Commission 
has been extremely liberal to the utili- 
ties in the matter of return and has 
ordinarily permitted a rate of return of 
8%." Both majority and minority 


sumer from having not only to contribute adequate de- 
preciation reserves but to pay a “fair return” upon the 
amounts so contributed, as is now sometimes the result. 

% Tid, p. 402. 

6 As quoted by Commissioner Bonbright, (pp. 365- 
366) from memorandum prepared by New York 
Public Service Commission, the returns allowed in the 42 
cases involving the determination of a rate of return, 
between January, 1916, and November, 1929, follow: 


(Footnote 26 continued on page 263) 
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reports criticized the Commission for un- 
due liberality. 

The majority plan?’ provides that in 
case of a contract, the rate of return on 
the initial valuation shall be agreed upon 
by the Commission and the companies 
concerned. For future investments the 


rate 

“shall be fixed for bonds and preferred stock 
at the market price received from the pur- 
chaser and . . . for common stocks the Pub- 
lic Service Commission and the companies 
shall agree upon a reasonable rate of return 
necessary to attract new capital, with proper 
allowances for amortization of discount and 
premiums. In the matter of additions paid 
for through the issuance of common stock 
and out of earnings distributable as interest 
or dividends, an agreed rate fixed in the con- 
tract would be applied to the total amount of 
such equity or investment. It is assumed 
that such a rate would not exceed eight per 
cent.” 

For companies which do not enter 
into contractual agreements the above 
method is to be followed “‘so far as pos- 
sible as a guide.” The majority accept 
the principle of a “‘rate equalization re- 
reserve,” discussed later with the min- 
ority plan. 

The proposal of the minority?* pro- 
vides that the Commission shall deter- 
mine a rate of return on the initial 
valuation of each company, giving con- 
sideration to the 


“size and type of property, the financial 

standing of the company, the actual costs 

recently incurred by the company in securing 
(Footnote 26 continued from page 262) 


Type of Company 8% [7% Plus| 7% (6% Plus (6% 








Electric property.... I1 I | I 
Gas property 2 2 I 
Natural gas property. 4 
Telephone property. 2 2 
Street railway property 3 2 


It will be noted that in this table there are 43 cases 
rather than 42, as stated in the discussion quoted. Bon- 
bright states (p. 366) that information concerning the 
lower return to street railways indicates that these re- 
turns are a recognition by the Commission that the in- 
dustry could not earn more. As to gas companies, he 
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capital, and all other relevant data, taking 
into consideration the fact that the rate of 
return on the initial valuation, when once 
fixed, shall not be subject to later fluctua- 
tion” [except upon retirement of securities].”® 


For additional investments, made 
through the issuance of notes, bonds and 
preferred stocks, the minority plan coin- 
cides substantially with that of the ma- 
jority. For additional investments made 
through the issuance of common stock, 
however, there may be some doubt as to 
what is intended. To quote (p. 416): 


“‘the Commission shall fix the return on each 
issue: [i. e., of common stock] at a rate suffi- 
cient to attract the needed capital to the pub- 
lic service, and it shall base the rate for each 
addition upon the amount of capital actually 
contributed and not upon the par value or 
stated value of the shares; provided, how- 
ever, that if the capital structure of the com- 
pany (including the common stock) is 
brought into harmony with the rate-base, 
and if stated dividends are fixed upon the 
common stock, then the return thereon may 
be determined in the same manner as upon 
the preferred stock. With respect to the in- 
vestments made out of [distributable] net 
earnings . .. the rate of return shall be 
determined . . . as upon the issuance of 
common stock. When once determined, the 
return applicable on each security issue, 
or on each reinvestment of earnings, shall 
not be subject to change, except as pro- 
vided . . . with respect to the refunding or 
retirement of security issues.” 


Considered with statements else- 
where,®° the reviewer interprets this 


cites two cases in support of the following statement 
(p. 366): “the departures from the standardized allow- 
ance of eight per cent, seen to have been due to special 
circumstances, notably to the fact that in certain in- 
stances the property was overdeveloped relative to ex- 
isting demand for the service.” 

27 Tbid., pp. 22-24. 

%8 [bid., pp. 395-399; 415-417. 

29 See [bid., pp. 415, 416; for details. 

30 Thid., pp. 396-97 “For funds secured by common 
stock, ... the Public Service Commission shall de- 
termine a reasonable rate of return to be allowed on the 
funds that will be secured by the proposed stock issue. 
This determination shall be made prior to the issuance 
of the stock, so that the company as well as prospective 
new investors may know in advance just what rate of 
return the new capital will be entitled to earn.” 
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to mean the earmarking of each issue of 
common stock, and the allowance for 
all time of a fixed return thereon so 
calculated as to attract the necessary 
capital. This is perhaps not the correct 
interpretation, however, for no place 
has been discovered in which the mi- 
nority assert that the return on such ad- 
ditional common stock shall be abso- 
lutely and permanently fixed. Other 
provisions cover the retirement of in- 
debtedness.*! 

Corporate earnings and rates, as con- 
templated by the minority, are to be 
stabilized* by means of two measures, 
the first being a “rate equalization re- 
serve,” the principle of which is en- 
dorsed also by the majority. This device 
contemplates the establishment over 
a period of Io years of a reserve equal to 
approximately 20% of the rate-base,* 
to which all earnings in excess of the 
stipulated rate of return, and de- 
ficiencies thereof, shall be credited or 
debited. In case the balance in the re- 
serve at any time falls below 5% of the 
rate-base, rates are to be promptly 
raised if this is commercially feasible.*# 

It should be noted that the assets rep- 
resented by this equalization reserve, 
while they may serve to bolster the 
financial strength of the company and 
to add to its capacity for service, are to 
be considered a customer’s equity ac- 
count so far as the rate-base is concerned. 

The second stabilizing device is “a 
clause giving a public utility company 


31 See proposed statute, Jéid., pp. 416-417. 

%See pp. 397-9,417 for detailed minority plan; p. 24 
for majority. 

33 Compare the 5% reserve provided for stabilization 
of railroad earnings by the Esch-Cummins Act of 1920. 

*% Commissioner Bonbright states (Report, p. 398) 
that the so-called “automatic” type of rate equaliza- 
tion reserve employed in service-at-cost franchises was 
considered. Such reserves contain specified maximum 
and minimum limits, such as 5%-20%. He considers 
it advisable, however, merely to direct a general 
policy of “‘sanctioning such rates as wiil build up and 


the right to make good in any one year 
any deficit below a fair return incurred 
during the three preceding years.”’ Taken 
together, these two measures afford more 
than liberal safeguards to utility credit.* 

The valuation and rate of return pro- 
visions of the majority report, it has 
been noted, embody substantially the 
principles contained in the minority 
provisions so carefully prepared by 
Commissioner Bonbright. The general 
plan of both reports is similar to that 
advanced recently by Dr. John Bauer,” 
although the minority report has changed 
and elaborated the general outline of the 
Bauer proposal with great care. 

Discussion of the Two Plans. Of the 
majority plan the best that can be said, 
in the reviewer’s opinion, is that it 
frankly recognizes the grave defects of 
present regulatory methods, and seeks 
a way out. 

The plan proposed, however, is sub- 
ject to two major criticisms, in addi- 
tion to certain of those later discussed 
in connection with the minority report. 
First is the fact that the proposed con- 
tracts between the commission and the 
utilities are to be of Io years’ duration 
only. At the end of each such period the 
entire matter must be solved over again, 
thus making of regulation a Sisyphean 
task. Secondly, the contracts proposed 
are optional with the utilities. The 
position now enjoyed by those portions 
of the utility industry in which regula- 
tion is “ineffective” is enviable indeed.” 
maintain approximately a 20% reserve.” The eco- 
nomic impossibility of achieving this goal in all cases 
is, of course, recognized. 

% In case a public utility elects the 25-year contract 
option of the minority plan, the rate of return is to be 
controlled by the provisions of the mandatory plan 
(see p. 419). 

% John Bauer, Effective Regulation of Public Utilities 
(New York: MacMillan, 1925). 

37 An exhibit prepared by the Public Service Commis- 
sion is quoted (Report, p. 288) to show that of 75 electric 
properties in 1928, 56, or about 75%, earned more than 


(Footnote 37 continued on page 265) 
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Furthermore, the evidence cited in the 
published reports shows a strong dispo- 
sition on the part of the companies to 
insist upon the protection of judicial 
guarantees. As stated by the president 
of the Consolidated Gas Company 
with reference to the contract plan,* 
“with every desire to cooperate reason- 
ably in every forward step in utility 
management and regulation, we feel 
that these matters of valuation and re- 
turn will preferably and necessarily be 
left with the Courts.” All things con- 
sidered, it seems foolish optimism to 
expect the utility companies voluntarily 
to depart materially from their present 
position, which seems to be one of 
hostility toward the valuation and rate- 
of-return proposals of both the majority 
and minority. 

It would seem, therefore, that the 
majority proposal, as respects valuation 
and the rate of return, does not afford 
much ground for expecting any material 
improvement over existing conditions in 
these phases of regulation. At the same 
time, it is open to some of the same 
criticisms which may be made of the 
minority proposals, to which we now 
turn. 

The chief criticism, perhaps, that may 
be brought against the definite pro- 
posals for stabilization embodied in the 
minority, and to some extent in the 
majority, plan is that the fixation of the 
rate-base and rate of return may produce 
managerial stagnation. A cardinal 
virtue attributed to private, as opposed 
to governmentally conducted, enter- 
prises is the superior initiative, in- 
genuity, and progressive spirit allegedly 
possessed by the former. Presumably 





(Footnote 37 continued from page 264) 
8% on fixed and working capital, computed by data in 
possession of the Commission. Companies earning 
more than 9% numbered 46; 34 earned more than 10%; 
30 earned more than 12%; while 15 received a return of 
more than 15%. Ten companies earned more than 20% 
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the mainspring of this initiative under 
a system of private enterprise is largely 
the profits motive. 

If regulation were really to be made 
“effective,” the question of incentives 
would certainly constitute one of the 
most difficult problems to be solved. 
The merit of this point of view is con- 
ceded by Commissioner Bonbright, who 
remarks*® that it provides in his mind 
“the only truly serious economic ob- 
jection to the actual cost rate-base;” 
and, he might have added, to the pro- 
posals for control of the rate of return. 

To meet this admittedly important 
doubt as to adequacy of incentives to 
managerial efficiency, the minority, and 
the majority to a lesser extent, make 
certain recommendations concerning the 
powers and duties of the Public Service 
Commission and offer certain defenses 
of the position taken. Briefly listed 
these suggestions are: (1) both reports*® 
urge that the commission be directed to 
study the desirability of possible meth- 
ods of flexing the rate of return so as to 
achieve a system of awards and penal- 
ties, such as “‘a sliding scale of divi- 
dends” in connection with some “‘merit- 
rating” scheme, or, as Commissioner 
Bonbright suggests, flexible dividends 
to all voting common stock and perhaps 
to a new, special class of management 
stock; the minority further suggest 
(2) that the utility commission (see p. 
420) be given wide powers over practi- 
cally all phases of operation, in order that 
it may not only check uneconomic ex- 
penditures and unreasonable contracts 
with affiliated companies, but may re- 
quire competitive bidding and joint 
use of facilities, and may order any 


on the basis of this computation, which, of course, is 
not the legal rate-base of the companies. 

38 Quoted, Jdid., p. 263, from p. 5,009 of the Hearings. 
39 Tdid., p. 383. 

49 [bid., pp. 24, 386, 421. 

& Jbid ., pp. 386. 
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improvements or changes in operation 
deemed desirable in the public interest; 
(3) commission negotiation of agree- 
ments for division of economies of con- 
solidations between companies and con- 
sumerso” (4) that the rate-base and de- 
preciation provisions proposed will re- 
move the present inducement to retain 
obsolete equipment in the property 
account.‘ 

In addition to the above recommenda- 
tions the minority defended their rate- 
base and rate-of-return proposals on the 
score of efficiency incentives by pointing 
out these ways in which efficient manage- 
ment might be promoted: (1) enhance- 
ment of market values of stock with im- 
provements in credit rating would re- 
dound to stockholders both through in- 
creased market values of securities and 
through issuance of valuable subscrip- 
tion rights;“4 (2) issuance of such rights 
would be encouraged by an accelerated 
demand for capital to finance additions 
stimulated by the increased demand 
flowing from reduced rates;* (3) the 
profits motive when restrained, will in- 
creasingly give way to “pride of work- 
manship” and a “feeling of public 
spirit,” a tendency which can be en- 
couraged among public utility managers 
by regarding them as public agents and 
perhaps by a special class of managerial 
stock.“ 

Nevertheless, the minority admits that 


“in the time at our disposal, it has been 
quite impossible for us to come to any def- 
inite conclusions as to whether a differential 
rate of return, . ought to be allowed, and 
as to how this rate should be measured, even 
assuming that it is desirable as a matter of 
principle.””47 


# Tbid., pp. 386-388, 422. 

8 Tbid., pp. 385-386. 

4 Tbid., p. 384. 

% Tbid., p. 384. 

© Tbid., pp. 384-385. See this point as developed by 
C. S. Morgan, Regulation and the Management of Public 
Utilities (Boston: Houghton-Miffiin, 1923). 


Taken together, the points outlined 
above certainly make it impossible to 
charge that the minority plan, or that of 
the majority in so far as it might be 
effective at all, takes away all incentives 
to efficient and progressive utility man- 
agement. And in the absence of more 
definite knowledge of this little studied 
problem the weighting of the arguments 
advanced is probably more a matter of 
opinion than anything else. Even s0, 
certain major criticisms of the posi- 
tion taken seem justified. 

The minority suggested that un- 
economical operation and construction 
may be checked by placing positive, 
as well as restraining, powers in the 
hands of the Public Service Commis- 
sion. Waiving the legality of such com- 
plete control of managerial functions, 
such measures can be no more than 
palliatives. If such public control could 
secure all the efficiency presumably 
achieved by motivated private manage- 
ment, it would be better to recommend 
public ownership; if it cannot be so 
successful, then the proposal seems a 
confession of the inadequacies of other 
incentives. 

Whether or not one agrees with the 
statement that the profits motive is no 
longer even the “‘primary” force to be 
relied upon in securing adequate utility 
management depends upon his con- 
fidence in human nature. It is somewhat 
difficult, however, to reconcile this view 
of utility management and of the forces 
motivating it with certain other por- 
tions of the minority report.‘ 

In considering the method proposed 
for control of the rate of return, the 


47 Report., p. 386. 


48 See, for example, Commissioner Bonbright’s de- 
nunciation of the duplicity of the “management,” not 
the stockholders, of the American Telephone and Tele- 
graph Company in the depreciation controversy, where 
it is alleged the Company broke faith with a pledge of 
its former president, Mr. Vail (Report, pp. 353-354). 
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reviewer, as previously noted, *® does not 
feel certain just how rigid it is intended 
that the rate of return should be on new 
investments secured through the is- 
suance of common stock. If it is con- 
templated that each subsequent addi- 
tion to capital secured by common stock 
issues is to be earmarked, and a separate 
rate of return paid on various portions of 
the common stock, then two undesir- 
able results are achieved: (1) there 
are serious practical difficulties to a 
variety of rates of return on various 
portions of the voting common stock; 
and (2) the rate of return would be 
placed in an absolute  strait-jacket 
until such time as the Public Serv- 
ice Commission devised some flexible 
or differential type of return, and the 
legislature approved it through an 
amendment to the public utilities law. 
This seems an unwise policy to adopt. 
If, on the other hand, it is intended 
that the rate of return on new invest- 
ments represented by common stock 
shall be the same on all such additional 
investments, then the faults are perhaps 
not so serious. Even here, however, if 
the return were not held constant for 
all time but were varied with future 
changes in the cost of such capital to 
the company, the circumstance is pre- 
sented of already existing shareholders 
benefiting from rising capital costs 
(which might reflect managerial in- 
efficiencies) and being penalized by low- 
ering costs of such new equity capital. 
Perhaps some plan between these 
two interpretations is intended by the 
minority; if so, it is by no means clear. 
Of the two interpretations the former 
seems to the reviewer the one intended. 
If so drastic a plan were necessary, it 
might perhaps be preferred to a con- 
tinuance of present methods. How- 
ever, in the opinion of the reviewer, 


See above, p. 263. 
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choice is not so limited. Rate-base 
stability and substantial stability in the 
rate of return may be achieved, cer- 
tainly to the extent of removing ex- 
cessive gains, without going to the ex- 
tent of complete or nearly complete 
rigidity of the return as an immediate 
step. A comparatively stable rate-of- 
return policy may be employed while 
still permitting some flexibility among 
various portions of the capital struc- 
ture in order to secure to common 
stockholders a more substantial portion 
of the gains to be derived from a superior 
credit rating, or careful planning of 
construction and financing programs 
than would be possible under the mi- 
nority proposals. As the minority them- 
selves allege, the Public Service Commis- 
sion under the present system has never 
given adequate study to the rate-of-re- 
turn problem. If it did so, and arrived at 
a rate of return having some basis in fact, 
and employed that rate of return in con- 
junction with a stable rate-base, the 
results certainly would not involve the 
major disadvantages of the present situ- 
ation, nor would they be so open to the 
serious criticisms which may be levied 
against the provisions for incentives con- 
tained in the plan and urgedasa first step. 
Some such measure of moderation 
might better be the plan first to be 
adopted with provision that the Public 
Service Commission study the possibili- 
ties of a carefully worked out system of 
awards and penalties, and the extent to 
which the rigidity and certainty of the 
minority plan may safely be applied. 


Substitute Methods of Control 


The minority report®® contains an in- 
teresting analysis of possible substitute 
methods of rate control. There is a brief 
discussion of the cost of reproducing the 


50 Report., pp. 371-77, and see Report of Counsel, pp. 
92-100. 
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service as a basis of rate control, with 
respect to which Bonbright remarks:*! 


“, . . the cost of reproducing the service 
is the only kind of reproduction cost that has 
even a plausible defense in economic theory. 
Indeed, were it not for the very serious prac- 
tical and legal difficulties of enforcing such a 
standard, we should be compelled to give it 
very close consideration as it has certain 
distinct advantages over any alternative 
basis of regulation.” 


There is also discussion and severe crit- 
icism of the views of the late President 
Hadley,* who testified before the Com- 
mission, advocating that rate-making be 
left to the initiative of private manage- 
ment. Regulatory interference, accord- 
ing to President Hadley, is to be justified 
only when company management is too 
unintelligent to realize the point of high- 
est profit is to be found by reducing 
rather than increasing rates. This theory 
of competitive regulation of public util- 
ity rates has recently come quite into 
favor in certain quarters.°> Commis- 
sioner Bonbright analyzes this point of 
view at spme length, and recognizes its 
part truth. However, he remarks: 


“All of these [competitive] factors. .... 
operate to prevent a company from charging 
as much as it would otherwise be disposed to 
charge; they do not operate to prevent it 
from charging any more than it needs to 
charge in order to perform the service and to 
attract necessary capital for extensions and 
improvements.” 


51 Thid., p. 372. 

8 [bid., pp. 374-377- 

53See Philip Cabot, “Ethics and Politics”, 142 
Atlantic Monthly 686 (November, 1928) and ‘“Pub- 
lic Utility Rate Regulation,” 7 Harvard Business Re- 
view 257, 413 (1929). For a criticism of Professor 
Cabot’s view see H. M. Gray, “Competition as a Basis 
for Electric Light and Power Rates,” 5 ournal of 
Land & Public Utility Economics 242-248 (August, 
1929). 

4 Report, p. 375. 

55 The majority, however, seems also to feel that the 
minority plan as applied to existing properties would be 
unfair both to investors and consumers (pp. 18-26). It 
is not altogether clear just how far the majority really 
would agree as to the economic desirability of the 


It is likewise pointed out that, by means 
of “promotional” and “inducement” 
rates, utility managements have devised 
a means of charginga higher rate for that 
portion of the service which will bear it, 
while at the same time offering a lower 
rate to secure the more elastic, luxury 
portion of the demand. 


Constitutionality of Minority Plan 


The constitutionality of the manda- 
tory rate-base and rate-of-return pro- 
posals advanced by the minority was 
apparently the principal cause of dis- 
agreement between them and the major- 
ity.” This discussion will not attempt 
to do more than indicate the general po- 
sition taken by the opposing groups. 

The mandatory portion of the mi- 
nority plan is admittedly subject to the 
greater doubt concerning constitution- 
ality, the optional 25- year contract 
feature of the proposal occasioning less 
concern.*® The majority advance four 
arguments against the mandatory fea- 
tures of the bill:°” first, it is asserted that 
the minority plan proposes too abrupt a 
break with the past, and that the “ac- 
ceptance of its provisions either by the 
Legislature or the Supreme Court must 
depend upon a preliminary period of 


minority proposal. They content themselves largely 
with an attack on its constitutionality. 

5 The only serious question there raised is considered 
to be the authority of the legislature, under the New 
York constitution, to restrict its police power through 
contract, and counsel is cited as believing that the 
plan is in accordance with the state constitution. 
Little doubt is entertained as to the legality of the plan 
under the Federal Constitution. See note in 30 Columbia 
Law Review 527 (May, 1930) for a discussion of “En- 
forceability of Contracts Fixing Public Utility Rates,” 
which takes a favorable position concerning the con- 
stitutionality of the fixation of the rate-base by contract. 

The contract option was introduced by the minority 
in order (Report, p. 402) to bolster the constitutionality 
of their mandatory proposals and to give added as- 
surance to investors that the Public Service Commission 
law will not be changed during the term of the contract 
in any way that will impair their return. 


57 Tbid., pp. 18-21. 


Sa REC 











NEW YORK STATE STUDIES REGULATION 269 








education.” Secondly, it is felt that the 
14th Amendment will remain an in- 
superable difficulty to its operation. 
Again, the majority argue from expedi- 
ency that even if there were some doubt 
as to the constitutionality of the plan, 
its adoption would be unwise because of 
the possibility of prolonged litigation. 
Finally, it is asserted that the plan would 
involve an unconstitutional suspension 
of the police power of the state. 

In support of the minority views*® 
Commissioner Bonbright answers the 
charge that the Supreme Court would 
not permit a departure from its “present 
value” doctrine, by arguing that the 
statute would present an issue on which 
the Court has never passed, and that a 
forthright legislative declaration of new 
policy would carry much more weight 
than would the attempt of a commission 
to restrict the application of the “law of 
the land” at its own discretion. 

Furthermore, it is pointed out that 
the plan avoids any retroactive injustice, 
by arriving at a valuation of present 
property on the basis of present court 
doctrine, and that inasmuch as the Leg- 
islature rather than the Commission is to 
inaugurate the plan, assurance is given 
that the policy will not be changed in 
the future to the detriment of the utilities. 

Finally the minority assert®® that “if 
the necessity of submitting indefinitely 
to the ‘fair value’ standard were to be 
assumed, we should be ready to recom- 
mend ... the immediate adoption of a 
policy looking toward governmental owner- 
ship of the utilities of New York State.” 

In rebuttal the majority argue, first, 
that the economic arguments in favor of 





58 Report, pp. 403-10 for discussion. A valuable 
analysis which reaches a generally optimistic conclusion 
as to the constitutionality of the plan is contained in 30 
Columbia Law Review 548 on the “Bauer-Bonbright 
Proposal for the Revision of the New York Public 








the original cost as opposed to the repro- 
duction cost theory have been frequently 
advanced before the court, e. g., by the 
Interstate Commerce Commission, but 
that the court has consistently repu- 
diated the former doctrine. Second, the 
theory that a declared legislative policy 
will receive more favorable treatment at 
the hands of the Supreme Court brings 
forth the comment that no “legislative 
fiat can deprive a utility of a reasonable 
return upon the fair value of the prop- 
erty which is devoted to the public serv- 
ice at the time the inquiry is made.” 
Furthermore, “if the court had in mind 
that this test of constitutional rights 
were to be applied only in the absence of 
a state statute it would have said so.” 

Neither side of the points at issue is 
presented at all conclusively nor, for 
that matter, could they be. The analysis 
of the minority seems logically superior 
to that of the majority, but the nature of 
the question is such that even the most 
thorough analysis could not resolve 
grave doubts as to the final action of the 
Supreme Court, if the plan were brought 
before it. The dogmatic assertion, how- 
ever, that the minority plan is unconsti- 
tutional is plainly unjustified. 

A large number of other important 
changes in the public service commission 
law of New York are recommended by 
both the majority and minority reports. 
The most important of these will be de- 
described in the next issue of the Fournal, 
and the resulting action taken by the 
Legislature will be indicated. 


Service Commission Law and its Constitutionality.” 
See also R. L. Hale, “The Courts and the Attraction of 
Capital,” p. 96; and R. F. LeBoeuf, “The Contract 
Method,” p. 90, 14 Proceedings of the Academy of Polit- 
ical Science, No. 1 (May, 1930). 


59 Report, p. 410. 
60 Tbid., pp. 18-21. 
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POPULATION AND PEAK LAND VALUES IN 
BUSINESS DISTRICTS 


By H. MORTON BODFISH 


, ‘HERE are two places in a city 


where changes in land values are 

most dramatic—at the edge of a 
city where land is first coming into urban 
use and in the central business district. 
For this reason these two districts are 
watched closely and are widely discussed 
as barometers or indicators of the gen- 
eral movement of land prices for the 
whole area. Theoretically in a city with 
unimpeded growth, a radial profile of 
land values would grade evenly down- 
ward from center to margin with a few 
hills in the form of outlying business and 
recreation centers. 

Value changes are manifestations of 
several factors. In the past land values 
have been discussed largely in terms of 
growth of population. Obviously, if 
numbers alone are considered, one would 
find the highest land values in China, 
the slum districts, or possibly even on 
the site of a state penitentiary. How- 
ever, numbers of people usually indicate 
a certain purchasing capacity. Thus, 
people of a certain type have consump- 
tion habits which give rise to trading and 
they also occupy portions of land; the 
relation of the two factors is important. 
Consequently, any additions to popula- 
tion usually mean additional demand 
for land. Of course, changes in the 
technique of housing, the multi-family 
trend, or doubling-up in depression 
periods, all tend to modify the above 
generalization. But the value signi- 
ficance of increased population is obvi- 
ous. It also explains why the Realtor 


1 Regional Survey of New York and Its Environs, 
Volume II (New York: Regional Plan of New York 
and Its Environs, 1929), p. 133. 


“whoops” so much about population 
figures. The proposition regarding popu- 
lation and value has been stated as 
follows: 


“As population increases land values 
usually increase in the aggregate, although 
they may remain stationary or decline in 
some areas. The increases caused by con- 
centration of population are dependent 
primarily on the character and buying power 
of the people, and secondarily on the high 
costs of deanna: of public and private 
improvements incidental to the concentra- 
tion. The cost of development, in creating 
business opportunities and improving transit 
and transportation facilities, together with 
the purchasing power of the population, 
rather than mere increase of population in 
itself, increases values.’ 


Since growth in typical American cities 
does imply fairly typical population 
character, buying power, and production 
costs of land and subsidiary services, a 
study of land-value phenomena as a 
relation of price to mere numbers is 
worth while. 

The importance of the cost of produc- 
tion of land should be emphasized. All 
too frequently in the past have econo- 
mists, following the Ricardian analysis, 
and lay thinkers, goaded on by the sin- 
gle taxer and the real estate promoter, 
looked upon land prices entirely from the 
demand side, except in appraisal pro- 
cedure. The logic is unassailable when 
one reasons that an increase in popula- 
tion permits the “landlords . . . to reap 
where they never sowed.”? Granted that 
striking instances of land increment can 
be found, a rigorous analysis of the 
value performance of land held fora 


2 Adam Smith, Wealth of Nations, Bk. I, Ch. VI. 
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considerable period of time, especially if 
held vacant, does not show the returns so 
frequently called “unearned increment.” 
The pioneers in agriculture, our present 
farmers, and subdivision lot purchasers 
can give dramatic testimony regarding 
the cost side of land values. This 
emphasis on costs is one of the notable 
contributions of that pioneer and master 
in land problems, Dr. Richard T. Ely. 
His theory of ripening costs and ob- 
jective studies of costs have given a new 
orientation to the problem of land 
values,? while many other economists 
have contented themselves with merely 
repeating the Ricardian logic. We must, 
however, state our belief that Professor 
Ely’s writings bear a little too far and 
emphasize too much the personal invest- 
ment qualities of land in contrast with 
its relation to the development of the 
theory of the distribution of wealth. 
From the point of view of distribution, 
there are increments in land values. 
They are not typical experience; general- 
izations concerning them must be quali- 
fied at every turn. 

One study indicates a lack of relation- 
ship between rate of growth of popula- 
tion and rate of increase in land values 
in general. Residential values were 
found to remain more or less stationary 
as population increased; industrial val- 


3See Richard T. Ely, Outlines of Economics (New 
York: Macmillan Co., 1930), 5th ed., ch. xxii; “Land 
Income,” 43 Political Science Quarterly 408-427 (Sep- 
tember, 1928). 

* Arthur J. Mertzixe, “Land Values and Population,” 
2 Fournal of Land & Public Utility Economics 343-354 
(July, 1926). 

> The so-called “hundred per cent. district” is a desig- 
nation familiar to all real estate men. It refers to the 
one to four or five blocks of frontage in which the best 
retail shopping facilities are located; in other words, 
the “dry-goods” area with the surrounding business 
section which also pays peak rents or owns the high- 
value frontage. 


6 To the knowledge of the writer there has been little 
study or discussion of the relation of peak-district, 
front-foot values to population. (Hurd is referred to in 
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ues increased at about the same rate as 
the growth of the city; and business 
values rose more rapidly than the aver- 
age for the city as a whole.‘ In the 
present study the approach to the prob- 
lem of peak values is not historical; the 
study is merely an attempt to bring to- 
gether some prices and populations in a 
number of cities. Nor does it assume 
that because “‘Middletown” with 50,000 
people today has a peak business value 
of x dollars, it will have front-foot 
values twice as high when its population 
has doubled, or its front-foot values then 
will be the same as those of another 
city with twice the population. 

The recent sales of central district 
property so frequently discussed by real 
estate men have suggested that the 
“ee es bs ” b. 

highest-value transaction” usually is 
the guide to the location or movement of 
the “hundred per cent. district;’”*in other 
words, the sale or peak value is regarded 
as indicating the trend of the valuable 
business property. The interest evi- 
denced by practitioners and the curiosity 
of the author caused him to assemble 
data on peak sales and population.® 

The author has long felt that the col- 
lection of fairly accurate information in 
the business field and interpretation 
thereof were desirable, even though all 
requirements of scientific accuracy could 
not be met. After all, value and value 
the text.) In 1924, in a talk before the Rochester Real 
Estate Board, Mr. Cuthbert E. Reeves suggested that 
the best value of the most desirable, retail-district front- 
age could be approximated by applying a unit of 3 cents 
to the population of the city. He later found that this 
did not work in cities of a million or more. He suggested 
the following formula tentatively: $1,000, times the 
square root of the population, divided by 3,000. This 
formula introduces a modification which varies as the 
square root of the divided population figure. 

Other materials bearing on this subject may be found 
in: National Real Estate Fournal, July 26, 1926, p. 46; 
Spokane Daily Chronicle, May 27, 1927; Richard M. 
Hurd, Principles of City Land Values (New York: 
Record and Guide, 1903); R. F. Bingham and Stanley 
L. McMichael, City Growth Essentials (Cleveland: 
McMichael Publishing Organization, 1928). 
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changes are products of human behavior 
and attitudes which are not susceptible 
of quantitative measurement other than 
by prices paid in the market place. 


Materials and Sources 


The materials used have been ob- 
tained entirely through conversation, 
correspondence, and personal inquiry in 
the cities included, when occasion per- 
mitted. Where possible, the values have 
been checked with more than one source. 
The limitations of the data are admitted. 
The author has carefully attempted to 
eliminate front-foot values based upon 
low capitalization rates, leases or ground- 
floor values implied from unusually 
fruitful store leases. An approach to 
calculating front-foot values from store 
rentals would be about as follows, taking 
an illustration from a city with which 
the writer is familiar: The ground-floor 
space in buildings in the 100% area, 
store rooms 50 feet to 60 feet in depth in 
first class buildings, is renting around 
$40.00 front-foot value per month. 
Deeper stores up to 150 feet rent as 
high as $50.00. After deducting taxes, 
insurance, maintenance, depreciation (re- 
capture of capital invested in building), 
and allowing 7% interest on the capital 
invested in the structure, the residual 
revenue will pay 6% on a valuation of 
approximately $45,000 per front foot. 

While frankly admitting that some of 
the values used here may not be the 
deductive “willing-buyer-and-willing- 
seller” figures, nor even an exact meas- 
ure of “economic rent based upon 
superiority of location only,” they are as 
accurate as are obtainable from business 


7 Elimination of corner influence is difficult in many 
cases. In the author’s opinion corner-influence tables 
are deceptive since they are primarily tax assessors’ 
tools rather than the materials used by those who are 
really betting their own dollars on “the highest and 
best use of the land.” Some front-foot figures are bound 
to include corner influence. For example, the blocks in 


men who are giving their full time and 
attention to such matters. Obviously, 
size, shape, area, location, and utiliza- 
tion of the sites are left too much to the 
imagination to use the values obtained 
for appraisal purposes in front-foot 
valuations, or for a_ so-called best 
typical depth in the 100% retail shopping 
district. Most of the values are applied 
to lots of fair size or the prevailing fig- 
ure in the very best portion of the dis- 
trict. The front-foot valuations are in 
the main for inside lots. In other words, 
corner influence is avoided where pos- 
sible? Maximum or minimum depths 
were eliminated unless the transaction 
was for a legitimate and extensive im- 
provement. For example, a “squeeze” 
lease in one of our largest cities set a 
value which will not be approximated 
by a block of the whole city even 
though its population doubles. Such 
data were eliminated. 

It has been suggest’ 4 +! + in ».cilizing 
front-foot prices a _-!1ucation for the 
character of the ssaction should be 
inserted. For eva: "r.c, it was suggested 
that in communities with a large per- 
centage of financing (credit) transac- 
tions, land values are higher than in 
communities where transactions are closer 
to a commodity or money basis. Prob- 
ably so, but how are we to ascertain the 
price which would have prevailed if the 
buyer had purchased a site outright as 
contrasted with a purchase on an annual 
rental basis, i. e., a long-term lease? 
An element of credit is involved in prac- 
tically every large-unit transaction to- 
day. The extent to which the cost and 
risk of this credit are written into the 


the central business district of Portland, Oregon, are 
only 200-feet square and all property is affected by 
corner influence; hence the front-foot measure of value 
used in other cities is not generally applicable there. 
Holdings are usually divided into 100 x 100-foot corner 
quarter blocks. The best corners today are valued at 
$1,000,000 each. 


' tota 
min 


as | 


/ ues 
> unu 


clud 


fron 
com 
cens 
give 
tan 

who 
busi 
Dat 
seve 
wert 
they 
cour 
Bur 
used 
have 
the 

pop 
eral 


actu 
The 
inci 
ing 

num 
valu 


T 
stati 
coef 
8D 
cours: 
hope 
pared 
very | 
the fis 
Sev 
mitte 
lows: 
Minn 
tanoo 
Deca 
taken 





ie and 
ously, 
tiliza- 
to the 
tained 
t-foot 

best 
pping 
plied 
g fig- 
e dis- 
ire in 
rords, 
Ppos- 
epths 
ction 
> im- 
2eZe” 
set a 
lated 
even 


Such 


izing 
- the 
1 be 
sted 
per- 
sac- 
n in 
oser 
rob- 
the 
the 
t as 
qual 
ase? 
rac- 

to- 
and 
the 


’ 


d by 


POPULATION AND PEAK LAND VALUES 273 


- total consideration cannot be deter- 


mined accurately. Ir. this broad study, 
as previously indicated, front-foot val- 
ues based upon fantastic or extremely 


unusual store leases have not been in- 


cluded. 

The population figures are obtained 
from statements by individuals in the 
community checked against available 
census estimates. The population figures 
given are for the economic or metropoli- 
tan area of the several cities since the 
whole area of influence causes the peak 
business values to be what they are. 
Data on population were obtained from 
severalsources. The latest city estimates 
were used where obtainable and where 
they checked approximately with actual 
counts. In some cases the 1927 and 1926 
Bureau of the Census estimates were 
used and several of the very small cities 
have the 1920 Census figure. More of 
the figures given, however, are current 
population estimates verified from sev- 
eral sources. 

Neither actual front-foot values nor 
actual population figures are given here. 
The exact figures for the 209 cities are 
incidental to the main purpose of show- 
ing the general relationship between 
numbers of people and peak business 
values.® 


Analysis of the Chart 


The accompanying chart is not a 
statistical presentation with Pearsonian 
coeficients, measures of dispersion, and 


8 Desiring to correct and amplify these data I will, of 
course, be glad to correspond with any reader, for I 
hope that this is not one of those products that is pre- 
pared entirely for the edification of the writer and I am 
very willing to pass on to individuals by correspondence 
the figures I am using for their own cities. 

Several figures taken from other studies were per- 
mitted to stand after verification. The cities are as fol- 
lows: New York, N. Y.; Rochester, N. Y.; St. Paul, 
Minn.; Providence, R. I.; Hartford, Conn.; Chat- 
tanooga, Tenn; Albany, N. Y.; Knoxville, Tenn.; 
Decatur Ill.; St. Petersburg, Florida. They were 
taken from the material mentioned in note § above. 


the like. Frankly, it is a picture of some 
interesting information; it is merely an 
array in the order of size of cities, and the 
related facts are shown in the order 
determined by population alone.® 

The Curves. The five curves require 
only brief explanation. The population 
curve merely attempts to show the 
changing size of city from the largest to 
the smallest; it is of no other significance. 
The primary purpose of the curve is to 
permit the reader or appraiser to ascer- 
tain the approximate population used for 
each city. Because of the wide range in 
city sizes and the space limits of the 
chart it was necessary to discontinue the 
curve for the six cities of more than 
1,000,000 population and merely to list 
them with their approximate popula- 
tions. 

Two curves depict the ratio between 
gross population and peak business 
value in the several cities. This is re- 
ferred to as the per-capita front-foot 
value. The heavy solid ratio curve is a 
§-point moving average of the actual 
ratios. A moving average merely as- 
sists one in observing the trend in a 
series of figures. It would be possible 
to draw a line free-hand through the 
population-value ratios which would 
show the tendency of the principal unit 
front-foot values to decline as the cities 
become larger. The moving average is a 
more accurate device for picturing this 
trend.” The actual, front-foot values 


9 The value given for Atlantic City, N. J., is the best 
front-foot value on the boardwalk. Boardwalk corners 
have an even higher value. The best front foot on At- 
lantic Avenue, the principal business street of the City, 
is a little more than 4 the figure given here. 

10 A five-point average was obtained by taking the 
items for the first five cities, adding them and dividing 
by five, and the result is an average which is placed 
opposite the middle city. This is done successively 
through all the cities until a typical or average figure is 
obtained for each city. A line drawn through these 
points shows the trends in the series. (For more detailed 
discussion of the determination of secular trend, see E. 

(Footnote 10 continued on page 274) 
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are shown for those who want to make 
comparisons between individual cities. 
The purchasing power curve is ex- 
plained subsequently." 

Curve Comparisons. A. significant 
comparison is found in checking points 
on the purchasing power curve with the 
actual peak, front-foot values. The gen- 
eral correspondence of high and low 
points on both curves vindicates the 
common generalization regarding the 
influence of purchasing power on busi- 
ness values. Examples of striking cor- 
respondence are seen in Buffalo; White 
Plains; Springfield, Massachusetts; 
Rochester; Youngstown; and Pontiac. 
Striking failures to correspond also ap- 
pear. Asheville, North Carolina, is an 
example of high purchasing power and 
low front-foot value. The resort aspects 
of this city probably bring in a transient 
purchasing power which affects the 
business values but which would not be 
felt in the purchasing-power tabulations. 
Ardsley, Santa Ana, and Santa Monica 
might be cited as other exceptions ex- 
plainable largely through the influence 
of adjoining large cities. But aside from 
these striking instances, both positive 
and negative, the general correspond- 
ence between purchasing power and peak 
values should be noted. Another inter- 
esting point in this connection is that 
introduction of the population element, 
by comparing the purchasing-power and 
ratio curves, does not increase the cor- 
respondence between the purchasing- 
power and value movements. 


(Footnote 10 continued from page 273) 


E. Day, Statistical Analysis (New York: Macmillan 
Co., 1925). 

The end items are included by repeating the last 
figure in order to give the five numbers necessary for 
the average; for example: 


Do. 3 ES Ce aren eer .0075 
OO, le Or ere 0075 
DUC TON 5 5 5 5s och iee eo seess's ogee 0075 
NSRICRROT Bile ois.a5 <0 35's 2'saisidwie- aS aieewiess 0135 


Ce OS err .0167 


The most significant movement on 
the chart is revealed by comparison of 
the trend of the population-value ratio 
with the size-of-city curve. It will be 
noted that the ratio falls as the city 
growslarger. At this point it is pertinent 
to check what Richard M. Hurd, whose 
Principles of City Land Values should 
be the ground school for every real 
estate investor and practitioner, has to 
say on per-capita values. He estimates 
the highest price of land in American 
cities to be about $35 a front foot for 
each 1,000 inhabitants, if the popula- 
tion does not exceed 500,000. In per- 
capita terms, as used in this study, the 
corresponding figure would be 3 % cents. 


“... An approximate scale of normal 
values based on the consideration that each 
thousand of population adds from $10 to $12 
to the front foot value of the best business 
locations and from $1 to $2 to the front foot 
value of the best residence locations would be 
as follows, it being understood that the ap- 
plication of any such scale is limited in 
practice by differences in wealth, character 
of industries and inhabitants, topography, 
transportation, platting, climate, etc.”” 


This generalization does not recognize 
that per-capita value recedes with in- 
creasing population. 

Average Per-Capita Value. The fol- 
lowing table shows the average per- 
capita value in several population groups 
for the cities shown on the chart The 
decrease of the ratio can be clearly 
seen, and especially significant is the 
rather precipitous drop in the average 
per-capita values for cities larger than 
300,000. One explanation is that this is 
the approximate point at which sub- 
center influences become important. 


Infra, p. 276. 

12 Hurd, op. cit., p. 142. Ina later edition, in which the 
text is not changed substantially, a preface indicates 
that the values given should be multiplied by three to 
approximate the general changes in land values which 
have occurred in the 30 years since the collection of his 
data. 
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TaBLe I. AveRAGE Per Capita Front-Foor 
Va.ues, By Groups oF CITIES. 
Number of | Average per 

Population Range Cities Capita Value 
Under 10,000.......... 22 .0929 
10,000 to 19,999........ 20 .0857 
20,000 to 29,999......-. 14 .0658 
40,000 to 39,999...-.... 21 .0880 
40,000 tO 49,999........ 10 0704 
50,000 to 59,999.....--. 16 .O8i! 
60,000 to 69,999......-- II .0696 
70,000 tO 79,999......-- 13 .0563 
80,000 to 89,999........ 6 .0464 
90,000 to 99,999......-- 3 .0748 
100,000 to 199,999...... 38 .0506 
200,000 tO 299,999...... 7 .0539 
300,000 to 399,999...... II 0346 
400,000 tO 499,999...... 4 .0418 
00,000 to 599,999...... a ee rey: 
600,000 to 699,999. ..... 4 .0340 
700,000 tO 799,999...... 2 0248 
800,000 to 899,999...... I 0252 
900,000 tO 999,999...... ne Wen oe 
1,000,000 to 2,999,999.. - 4 0214 
Over 3,000,000......... 2 O105 

J GC! Se rae era fo nn ne tere 











Factors Influencing Peak Values 


The central values in a city, as in- 
dicated by highest transactions, are 
attributable to a definite relationship 
between population and the buying 
power of that population balanced 
against the special characteristics of the 
city or its inhabitants. 

The special characteristics of a city 
are partially evidenced by a scholasti- 
cally created classification of cities into 
political, commercial, industrial, recrea- 
tional, etc. These categories fit a few 
cities, for no one doubts that Atlantic 
City is primarily recreational and that 
Washington is largely political. How- 
ever, examine a majority of the 200 odd 
cities included in these tabulations and 
decide, if you can, whether these cate- 
gories are suggestive. Every commercial 
city has many recreational, as well as 
some political and educational, aspects. 
As a matter of fact, probably the larger 
portion of a city’s population lives by 
doing things for one another, i. e. ,the 
traditional taking in of one another’s 
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washings. The all-important stream of 
industry or general income from outside 
relationships is minor in relation to total 
income, with the exception of that de- 
rived from transactions with the im- 
mediate hinterland. Thus, any classifi- 
cation on the basis of activity, with the 
probable exceptions of recreational or 
educational, involves characterizing and 
classifying on the basis of the activity 
of a small portion of the urban group. 
In other words, the similarities of occu- 
pation and interest in all cities are very 
great. An interesting experiment would 
be to ascertain to what extent a modern 
and fair sized city is_self-sufficient;!* 
i. e., the individual inhabitants are oc- 
cupied in selling things and services to 
one another. 

Peculiarities of Population. This fac- 
tor may involve everything from racial 
distribution to the quantity and habits 
of the leisure class. An example might 
be the highly stabilized annual income 
that is found in a university com- 
munity. Some areas may be occupied 
by the homes and estates of commuters, 
while others have an almost complete 
absence of a wealthy class. 

Buying Power of Population. This 
factor is of extreme importance and at- 
tention was given to it on theaccompany- 
ing chart which tells the whole story. 
The buying power is characterized by 
three ideas: (1) the amount; (2) the 
quality, which may very effectively 
change the land-value situation; and (3) 
the distribution. By distribution of 
buying power is meant its accessibility 
to trading points, particularly the cen- 
tral district. This is affected by trans- 
portation facilities in terms of “time 
plus cost of accessibility.” The buying- 





13 Studies bearing on this point are being conducted 
by the Bureau of Foreign and Domestic Commerce of 
the United States Department of Commerce and pub- 
lished in their series of Market Data Handbooks. 
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power index used on the accompanying 
chart is taken from the Sixth Annual 
Edition of Sales Management." 

The statistical objective was to meas- 
ure the buying power of a community 
by ascertaining its spendable money in- 
come. The figures include only such 
items as affect current income. They 
attempt to take account of all “‘wages, 
salaries, fees and commissions of every 
sort, business profits and all the miscel- 
laneous items of income.” The technique 
and previous findings of the National 
Bureau of Economic Research were re- 
lied on and followed. The figures include 
only money incomes and not incomes for 
services for which there is no money 
consideration, nor are inventory gains 
and the like included. Of course, factors 
of wealth, such as crops, value of manu- 
factured products, bank deposits and all 
other such measures, were excluded. 
The unit of calculation is the county 
and in presenting the buying-power in- 
dex on the chart, the figure for the 
county in which the city was located 
was used. 

Nearby Cities. Adjoining cities or 
suburban towns color the relationship 
between peak values and population. 
This element is present whenever one 
makes careful investigation of land val- 
ues. Shopping resources for high-pur- 
chasing-power groups in adjoining larger 
cities may very definitely affect peak 
values, since peak values are frequently 
associated with women’s shopping. As 
illustrating the effect of adjoining cities, 
undoubtedly the fact that Long Beach, 
California, is within 20 miles of Los 
Angeles is a determining factor in the 
central-district values of both cities. 

Character of Surrounding Non-Urban 
Territory. The nature of the hinterland 
affects the activities, numbers and buy- 
ing power of the city population. The 
location of some of our western cities, 
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such as Seattle and Portland, in the 
midst of timber areas is undoubtedly 
a deterrent to their reaching peak val- 
ues commensurate with values attained 
in cities of equal size in the heart of an 
agricultural region or adjacent to major 
distribution points. The presence or 
absence of a prosperous agricultural belt 
may affect front-foot values in some 
cities; for example, Gary, Indiana. Of 
course, in the case of Gary, the popula- 
tion’s buying power is not great. 

Peculiarities of Industry and Trade. 
The variety of manufacturing, packing, 
oil refining, and the whole gamut of 
productive and distributive activities 
may affect the land-value picture. For 
example, some cities are one-activity 
towns; Gary and Akron immediately 
come to mind. Obviously, the above 
suggested factors are interrelated. For 
example, the character of industry may 
affect the labor personnel or population, 
qualify the buying-power factor, and 
be the source of business movements 
which affect land values. 

Booms and Depressions. This factor 
involves that rather unknown economic 
phenomenon, the real estate market. 
Clearly, the expectations of buyers and 
holders regarding the future of the city 
and its commercial district may affect 
very definitely the rates at which eco- 
nomic rent is capitalized. 

Closely related to these more or less 
spectacular and recurring elements in 
the land-value drama are the effects of 
expectations as to the direction of move- 
ment of land values. This element of 
movement, as for example the north- 
ward tendency of Seattle’s business dis- 
trict, together with the speculative 
activity which it may foster, can very 
definitely affect peak values. A contrary 
effect may be caused by a pending im- 


44 Published by Sales Management Inc., 420 Lexing- 
ton Avenue, New York City. 
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provement cost or assessment to be 
levied, which would tend to keep down 
land values. 

Size and Shape of Business District. 
Every student of city land values real- 
izes that topographical considerations 
frequently cause business areas to be 
constricted. In some cities the general 
character of improvements may result 
in concentration of the business district. 
The convergence of transportation facili- 
ties is an instance in point, and the in- 
fluence of Manhattan Island, the Chi- 
cago River, the hills in San Francisco 
and Seattle is similarly significant. A 
variety of situations prevail in the 100% 
districts. For example, in Long Beach, 
California, the majority of the transpor- 
tation lines of the city converge within 
an area of two or three blocks. This 


creates a comparatively small 100% re- — 


tail shopping district. 
Conclusions 


1. Population is only one of the forces 
determining peak business values. 

2. Other things being equal, land val- 
ues in business districts rise with the in- 
crease of population but not in direct 
proportion to that increase. 

3.  Per-capita front-foot value de- 
creases with the increase in population. 
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4. The rate of decrease in per-capita 
value seems to change and accelerate 
when the population passes 300,000. 
This may be partly the result of decen- 
tralization or development of sub-cent- 
ers, which are both typical of cities of 
that size and larger. 

5. A number of cities have unusually 
high per-capita values and some have 
unusually low per-capita values. These 
may be caused by inaccurately reported 
information on values or defective popu- 
lation estimates. Also the peak value 
may be affected by any one or several 
of the factors enumerated in the preced- 
ing section. 

6. Buying-power influences are evi- 
dent when one inspects the actual per- 
capita, buying-power estimates in rela- 
tion to actual, peak-value figures. 

7. The following quotation is sub- 
stantially correct: 


“The highest values of land occur where 
there is the greatest concentration of popula- 
tion and wealth. In the final analysis it is 
purchasing power and demand of the 
population more than their numbers that 
make or raise values.’”® 


Yet, the rough correspondence between 
numbers of population and high front- 
foot values should not be forgotten. 


18 Regional Survey of New York and Its Environs, op. 
cit., vol. I], p. 151. 











THE FARE PROBLEM OF THE ATLANTA 
STREET RAILWAYS* 


By JAMES M. WRIGHT 


IV. The Second Fare Case 
[. June, 1920, when prices had just 


passed their peak, application was 

made for an eight-cent fare. The 
situation this time was called a “crisis,” 
not a mere “emergency.” Company 
officials came confident that they need 
only give facts in order to prove the 
necessity of higher rates. They said that 
for the whole Company the wage bill 
alone was to be $1,520,000 larger than 
that of 1918,! that construction and 
paving costs had grown to unprece- 
dented totals, that prices of other things 
had risen beyond any dreams of the day 
when the first fare adjustment had been 
made and that, with money costs so 
high, keeping up operations necessitated 
incurring bills that could not be paid. 
Deficits had begun to appear; the Com- 
pany’s credit was suffering severely;'! 
and the service was on the verge of 
breakdown. 

To give more of this would seem to be 
repetition, because this situation differed 
from that of 1918 only in acuteness. On 
this application, however, the evidence 
was more skillfully presented and its 
educative and convincing effects were 


* The first installment of thisarticle which appeared 
in the May issue of the Yournal traced the history of the 
Atlanta street railway fare case, which was decided in 
March, 1919, and outlined the conditions which under- 
lay the demand for increased fares. Footnotes and 
tables in this installment are numbered consecutively 
with those in the first article. 

100 Hearing of 1920, pp. 146, 147. 

101 Thid., p. 42. A Company official said: “The 
Georgia Railway and Power Company can’t borrow a 
single solitary dollar, not one, because its revenues are 
not sufficient to pay its charges and a sufficient margin 
over to justify people to put money into it.” Cf. also 
Pp. 200, 201. 


acknowledged by two of the opponents.!” 
But the cause was unpopular. Here was 
a giant corporation, swollen with the 
revenues of its extensive and lucrative 
enterprises, seeking more tribute from 
the common people. Therefore, an op- 
position, “fighting the devil in the shape 
of this company, and serving the Lord,” 
held on to the end. Its objections were: 
(1) that no further advance of fares 
ought to be made, because, as one said, 
in fixing the fare at six cents the Com- 
mission had made the “distinct state- 
ment in the order that the original rates 
would be restored as soon as the emer- 
gency terminated”’;!® (2) that the ob- 
ject of the application was to get a full 
return on an excessive capitalization.'™ 

To the Commission these were illu- 
sions. But, however ill-grounded, they 
served to deepen its sense of its own 
responsibility. It lamented the attitude 
of the people,’ and expected its de- 
cision to be distasteful to them but 
justified itself by recurring to first 
principles of rate-making. These were, 
on the one hand, that the public was not 
to be overcharged and, on the other, the 


10 Tbid., pp. 9, 154. 

103 Hearing of 1920, p. 5. Cf. Opinion and Order, 
1920, p. 8. 

14 Thid., p. 4. Cf. Hearing of 1920, pp. 45, 46, 508, 
520, statement of J. Hurt, and pp. 669, 671, and 675, 
refutation. 

1% Two statements smack strongly of the keenness 
of this feeling. “No public service commissioner finds 
any degree of enjoyment in any official act which results 
in placing additional burdens upon the public.” (Opin- 
ion and Order, 1920, p. 3.) There was a no man’s 
land between excessive charge on the one side and fair 
return to capital on the other “and whoever ventures 
there to adjust these delicate balances, whether Court 
or Commission, frequently returns bearing the scars of 
criticism; seldom the meed of praise.” (Ibid.) 
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utility was to be allowed a “reasonable 
return upon a fair value of its property 
used in the public service.” 

But conditions had so changed that 
“what would have been a proper rate of 
return for invested capital in . . . pub- 
lic utilities a few years ago furnishes no 
safe criterion for the present or future.’ 
Therefore, “the whole matter is con- 
tinually under the scrutiny of the Com- 
mission . . . and can be re-opened at 
any time... New conditions may 
arise tomorrow which will make un- 
reasonable, one way or the other, a rate 
which today is just and fair.’’!°” 

The Commission had no quarrel with 
protestants who claimed that an ex- 
cessive capitalization was an unsafe 
basis for reckoning a reasonable rate of 
return. However, it had not used cap- 
italization as a basis in 1918 and was not 
doing so in this case.!% Neither was it 
content to take account of “naked ‘bare- 
bones’ properties” alone. On the con- 
trary, it attempted to have regard for 
every element that had a legitimate 
share in making up the costs of the rail- 
way service. Pursuing this line, it in- 
cluded the costs of organization, estab- 
lishment, unification and adjustment 
of all parts to the whole as serving the 
community,!° and allowances not merely 
for minimum operating expenses but 
also for interest on bonds, for sinking 
fund requirements, rentals and losses, 
for maintenance of plant in a state of 
efficiency, for such cash as was required 
for current purchases and for meeting 
payroll obligations, and finally for 


106 Tid., p. 3. 

107 Thid., p. 9. 

108 Thid., p. 4. 

109 Engineers’ estimates of reproduction cost new 
were rejected as a rate basis. But the Commission said: 
“Consideration of reproduction cost . .. should be 
had, just as should original cost of acquisition and con- 
struction.” (Jdid., p. 5.) 

0 Jhid., pp. 5, 11, 12, also 3, 7. Depreciation was 
calculated at the rate of 2.5% per annum. 
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“stockholders a dividend equal to at 
least the lowest current rates of interest, 
not on the par or market value of the 
stock, but on the actual value of the 
property necessarily used in providing 
the service.” To allow only so much 
was to allow “bare existence rates.” 
To allow less was “‘simple confiscation,” 
a trampling of property rights under 
foot. It was social economy of that poor 
kind that denied to enterprise the cap- 
ital for extensions and expansion re- 
quired to meet the demands of a growing 
population. To allow more than “a 
reasonable return upon fair value of the 
property used,” however, was unwar- 
rantable exaction."! 

To make the investment attractive in 
the money market of that day an 8% 
return was necessary. Examined in the 
light of approved principles the returns 
derived from the railway were falling 
below 8%. The result was deficit, and 
the position of the railways was such 
that a portion of their deficit seemed to 
be “saddled upon the patrons of another 
department,” electric light and gas.!” 
Railways in other cities, more than 
7,500 miles of them, had fallen into re- 
ceivers’ hands. The local Company was 
able to survive and function without 
change of rates but not able to meet the 
public demands for expansion and ex- 
tensions required by the public inter- 
est.3 For these reasons the Commission 
raised the fares on all lines to seven 
cents, giving patrons the privilege of 
buying 15 tickets for a dollar.'4 


11 Tdid., pp. 11, 13. Cf. San Diego Water Company o. 
San Diego, 118 Cal. 588 (1897). 


112 Opinion and Order, 1920, pp. 12, 13. 
8 Tbid., p. 14. 


14 [}id., p. 15. A small amount of zoning of outer 
portions on two lines was ordered. A 20% addition to 
seating space, and on the College Park and Main 
Decatur lines trailers in rush hours were ordered 


(pp. 26, 27). 
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The Contract Fares. This order, dated 
September 22, 1920, increased from 20% 
to 40% the excess of these fares over the 
contract fares."" It obviously accentu- 
ated the Company’s desire to terminate 
the inequality of the two. An impressive 
maneuver followed. A letter from the 
Company’s offices gave notice to the 
Municipal Council of Decatur that be- 
ginning on October 20 and continuing 
thereafter the fare on the Main-Decatur 
line would be seven cents. The Council 
at once sued for an injunction to prevent 
the change. Its petition was cross- 
billed and the court asked to restrain 
any and all interference with “fixing the 
rate of seven cents or any other just and 
non-discriminatory rate.”’"6 

The decree of the court, at first tem- 
porary and later permanent, granted the 
prayer of the Town.” Appeal was taken 
to the Supreme Court which again 
passed upon the matter twice within a 
period of eight months."8 Two con- 
tentions stood out. In one of them the 
Company attempted to assert that as 
the Commission, though fully author- 
ized, had failed to fix the fares, the Com- 
pany itself could fix them. In the other 
the validity of the fare contracts was 
attacked. Both contentions were denied 
by the Court in opinions which were said 
to be mere re-affirmations of arguments 


15 The Decatur line, some 2.98% of the whole mileage 
in 1920, earned 3.868% of the gross revenues of the 
City system. 

"6 Decatur Council Minutes, vol. 111, pp. 325, 326. 
Cf. Georgia Railway and Power Co. v. Town of Decatur, 
152 Ga. 145 (1921). 

17 Tbid., pp. 145, 146. 

U8 Toid., and 153 Ga. 329 (September, 1921, and 
April, 1922). 

9 Georgia Railway and Power Company v. Town of 
Decatur, supra n. 116 at 147, 148. Language from an 
opinion of the Federal Supreme Court, Southern Iowa 
Electric Company v. City of Chariton, 255 U.S. 541, 542 
(1920) was cited. It said that two propositions were 
indisputable: (a) that the power of governmental 
agencies to fix rates to be paid to public utility corpora- 
tions does not include the power to fix them “so low as 
to be confiscatory of the property of such corporations,” 
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and conclusions arrived at in the man- 
damus case in Igtg.'!9 

The second point was argued with 
such vigor and persistence, however, 
that the Court made another “careful 
inspection” of the record of the case and 
in very plain language said: ‘“The ruling 
in 1§2 Georgia 143 is not only res 
adjudicata of every issue involved in the 
present hearing, but is also the law of the 
case in the case now under review.” This 
was unquestionably in accord with gov- 
erning principles long and well estab- 
lished in judicial practice. The case had 
“had its day in court””® and nothing 
remained in it further to engage judicial 
attention. 

Action in the state courts thus availed 
nothing. In 1923 an appeal to the Fed- 
eral Supreme Court was tried. In this 
tribunal three chief issues were raised: 
(1) that the execution of the fare con- 
tract was beyond the legal powers of the 
Town; (2) that the low five-cent fare 
was confiscatory; and (3) that action by 
the state authorities improperly made 
the five-cent fare effective in territory 
annexed to Decatur after the fare con- 
tract was made.’ The Court was asked 
to find the contract void and release the 
Company from obligation under it. The 
report of the case is burdened with 
matter which had but little bearing upon 


and (b) “Where... 
and the governmental agencies dealing with them have 
power to contract as to rates and exert that power by 


the public service corporations 


fixing by contract rates . . . the enforcement of such 
rates is controlled by the obligation resulting from the 
contract, and therefore the question of whether such 
rates are confiscatory is immaterial.” 

20152 Ga. 334, 335. Another trial was had in the 
spring of 1929. The Company sought this time to es- 
tablish a right to surrender its franchise and tear up 
and remove its tracks from the streets of Decatur. Said 
the Court: “This, under the terms of its contract, it 
cannot do.” The contract was again upheld as valid 
(Georgia Rwy. & Power Co. v. City of Decatur, 168 
Ga. 705 (1929) ), and the right to abandon the line de- 
nied. 

1 Georgia Railway and Power Company v. Town of 
Decatur, 262 U. S. 434, 435 (1923). 
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the merits of the dispute. But on the 
first and major issue it was found that in 
each of three separate, well-reasoned 
opinions the state court had upheld the 
contract as “valid and subsisting” in the 
meaning of the statute of 1907. To 
quote, “This conclusion involving .. . 
a construction of the state constitution 
and laws and of powers of state munici- 
palities is controlling upon this Court, 
as it has decided many times.” After 
this, no ground remained for being “‘con- 
cerned with the question whether the 
stipulated rates” were confiscatory. In 
all these matters the state courts were 
fully sustained.!” 

The problem of the annexed territory 
had hardly been mentioned in the state 
courts. But here the contention was 


made that all such territory lay outside 
the zone to which the contract-fare pro- 
viso had originally applied and it was 
hinted that the proviso be “‘limited to 
passengers entering cars at the termini 


of the line in Atlanta and Decatur and 
not (allowed) to those entering at inter- 
mediate points.’”!* The Court said, “The 
contract rates apply only to the town of 
Decatur, as it existed when the contract 
was made. To apply them to additional 
territory is to impose a burden upon the 
defendants (appellants) outside the con- 
tract . ” To sustain them would 
have been to have impaired substantially 
the contract by adding to its burdens. 
Therefore the contract rates in this terri- 
tory were not sustained and the judg- 


2 Tbid., pp. 437, 438. 
13 [hid., p. 435. 


14 Thid., pp. 439, 440. It has resulted that any pas- 
senger entering or departing from a car within the ear- 
lier limits of Decatur pays a five-cent fare. An Atlanta- 
bound, in-bound passenger entering the same car in the 
annexed (intermediate) territory, or an out-bound pas- 
senger departing from a car in either Atlanta or the 
annexed territory pays the Atlanta rate. 

1% Tbid., pp. 441, 442. The College Park contract 
was found to contain no provision requiring issuance of 
transfers, 
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ment of the state court, in so far as it 
affected them, was reversed. Accom- 
panying this decree was another of like 
date and import relating to the fares on 
the College Park line.’ 

Present Position of Contract Fares. 
The subsequent history of the fare con- 
tracts is brief. In the summer of 1925 
the General Assembly was petitioned to 
repeal the “‘valid subsisting contract” 
clause of the utilities act of 1907. Defeat 
of this, partly at least because of the 
urgent opposition of Decatur and Col- 
lege Park,!® was followed by separate 
negotiations with the municipal author- 
ities of the two communities and a dif- 
ferent outcome for each. 

In Decatur an expensive paving proj- 
ect on sections of two streets traversed 
by the loop line resulted in regularly 
charging to the railway the legal appor- 
tionment of the whole assessment.” In 
the same year (1925) and same season 
the Company endeavored to surrender 
and gain release from the fare contract, 
alleging that operating under it led to 
“certain and continuing loss.’’§ Balked 
in this effort by injunction,”® it at- 
tempted to negotiate with the City 
authorities to the same end in 1927 but 
was answered this time by a popular 
referendum which decisively rejected its 
proposals."° This was followed by an 
appeal to the Supreme Court to dissolve 
the injunction denying the right to sur- 
render the franchise. The Court, how- 
ever, sustained the injunctions and its 


128 Minutes of College Park Council, August 3, 1925, 
and Resolution of same date, Decatur Commission, 
Minutes, vol. 4, p. 143. 


27 Decatur Commission, Minutes, vol. 4, pp. 142, 146, 
128 Thid., pp. 156, 159. 


129 Thid., pp. 171, 176, and Ms. No. 6,849, Supreme 
Court of Georgia. 


130 Decatur Commission, Minutes, vol. 4, pp. 328, 229, 
3395 349. 
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decision has recently been upheld by the 
Federal Supreme Court." 

In College Park likewise an injunction 
prevented surrender of the franchise, and 
negotiations seemed inconclusive.'” But 
the injunction was succeeded by another 
writ which was not “‘an interlocutory in- 
junction” and “not an exercise, or any 
attempt to exercise, any rate-making 
function.” By means of it, however, per- 
mission was given to the railway, “‘pend- 
ing said interlocutory hearing and until 
the further order of this court,” to charge 
on traffic carried in either direction be- 
tween any point on the electric line with- 
in the limits of College Park and any 
other point on the same line in either 
College Park or the City of Atlanta “the 
same minimum rate of fare as now pre- 
vails or may hereafter prevail for pas- 
sengers”’ on the other lines of the Com- 
pany in the City of Atlanta."* The 
interlocutory hearing has not been held. 

Results of Second Advance of Fares. 
The fare adjustment of 1920 endured for 
seven years. Under it the railways 
assumed a definite status in which public 
service became their raison d’étre and 
programs of economy and improvement 
the function of their management. As a 
result, pronounced endeavors have been 
made to put them on a self-sustaining 
basis and funds have been expended on 
plant and facilities with a view to supply- 
ing the population with adequate means 
of transit.** During the period between 
the fare adjustment in 1920 and the 
third fare case in 1927 several investiga- 
tions were made by various parties which 


131 Ms, No. 6,849, Supreme Court of Georgia; Atlanta 
Constitution, May 20, 1930. 

12 College Park Council, Minutes, September 24, 25, 
1925; also August I9, 1925. 

18 Fulton Superior Court, File No. 65,791, Petition 
and Order, October 25, 1925. The transfer privilege is 
denied to the passenger entering a car in College Park 
bound for Atlanta, such that an estimated 25% of 
patrons so embarking and going to destinations on 
other lines are compelled to pay second fares. On their 





disclose the results of the 1920 fare case, 
these being reviewed in the 1927 pro- 
ceedings before the Commission. 

Chief among the measures of economy 
in this period have been the following: 
abandonment, and removal in part, of 
seven or eight miles of track whose util- 
ization was wasteful because it entailed 
duplication of facilities, or for other 
reasons; reduction of the charge made 
by the electric department for power toa 
figure lower than that allowed to any 
other consumer;® use of one-man cars 
which were “introduced without oppo- 
sition”’;'8’ a time-saving re-arrangement 
of car stops and installation of economy 
meters on cars to save power;'*> and 
further changes in the reduction of num- 
bers and enlistment, training, placement, 
organization and direction of officials 
and employees. 

The improvement measures were not 
entirely unlike the foregoing. One of 
them was the retirement of property, 
either worn or obsolescent, which in the 
accounts led to a charge-off of $1,465,- 
734.9 But chief of all were renewals, re- 
placements, betterments and additions. 
Five miles of track and 200,000 square 
yards of between-track paving were re- 
newed; 150 miles of new trolley, 85 miles 
of new direct-current feeder and three 
new substations were installed; steam 
generating stations were remadeled; a 
new car barn and a garage for busses 
were built; another garage was expanded; 
and 160 new street cars were bought.'° 
The new investment expenditure on 
these properties totalled $7,080,679, 


return, however, they claim successfully the transfer 
privilege. 

4 Hearing of 1927, pp. 11, 522. 

1% Ibid., pp. 15, 60, 457. 

1% Tbid., p. 17. 

187 Coffin Award Presentation, p. 120, and also p. 172. 

138 Hearing of 1927, pp. 15, 17, 18. 

139 Hearing of 1927, p. 68. 

140 Tbid., pp. 65, 18. 





ATLANTA STREET RAILWAY FARE CONTROVERSY 


which was made possible, not by exces- 
sive earnings, but by introduction of 
outside capital." The use of $610,295 
annually during five years for main- 
tenance was also economy, if not im- 
provement.'” 

Consequently, according to the engi- 
neers, the condition of the properties, 
which had stood at 90% in 1920 had been 
raised to 94.33% by July, 1927,'" and 
the state of maintenance and quality of 
service compared favorably with those 
of the best-equipped and best-conducted 
railways in the United States. 

Conditioning and reconditioning prop- 
erties in these ways no doubt inured to 
the benefit of the patrons. However, it 
was costly and its justification as a mat- 
ter of social economy depended in part 
upon the amount of patronage and in 
part upon whether the revenues collected 
from the service afforded a reasonable 
interest return upon invested capital. 
This latter in its turn depended upon the 
valuation of the properties, which was a 
matter very much in dispute. Several 
attempts at valuation were made. A 
part of their results is given in Table 
VIII which shows that, although the 
estimates differ, the widest differences 
are not found by comparing the results 
arrived at by persons called in from the 
outside as experts. 


M1 Tbid., p. 18. 
1 Tbid., p. 66. 


1483 Hearing of 1920, p. 459, and Hearing of 1927, p 
68. 


4 Thid., pp. 19, 57. Cf. Opinion and Order, 1927, 
p. 11. A Company official stated that the railway had 
exhausted itself trying to meet the wishes of the City of 
Atlanta for high-class service. 


15 In reading the evidence on these matters imputa- 
tions of motives for particular valuations offered are 
not difficult to detect. Without attempting to appraise 
these, a word may be said about each of those whose 
names appear in the table. The Baehr organization of 
Chicago was first called in when in 1912 the lease on the 
properties of the Georgia Railway and Electric Com- 
pany was being framed. The outcome of accepting its 
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TasLe VIII. 
OFFERED IN 


VALUATION OF RaILway Properties 
Hearincs BeroreE THE PUBLIC 
SERVICE CoMMISSION 








Valuation 


Basis of Estimate Authority | Date | Estimate 


Baehr 
Bachman* 


Luick 
Baehr 
Baehr 
Baehr 





Historical cost, actual 
Historical cost, after auditors. 
Historical 
jointly used property . 
Historical cost, corrected to 
current prices 
Reproduction cost, less depre- 


1912 
1924 


$ 8,766,674 
12,253,06. 
cost, excluding “ 
1627 | 16,144,837 


1926 | 21,989,421 


1920 | 19,436,799 

Reproduction cost, less depre- i 
ciation 

Reproduction cost, less depre- 


1921 | 17,813,099 
Bachman 


Baehr 


192 14,380,0 
Reproduction cost, less depre- 44 ia si 
1926 | 22,618,964 
Reproduction cost, less depre- 
ciation, including jointly 
used property 
Fair value, basis for rates..... 
Fair value, excluding jointly 
used property 
Reproduction cost, excluding 
land 


Luick 
Bachman 


Beelert 


1927 
1924 


22,885,039 
14,700,000 
1924 | 16,509,916 
Beeler 
Luick 
Luick 
Bachman 


Comm. 
Comm. 


1924 | 18,905,102 


1927 | 18,205,855 
Reproduction cost, aie 

jointly used property. 24,261,780 
16,164,023 
16,065,000 
20,000,000 


1927 
1924 
1918 
1927 


Market value of securities. 
Value based on gross earnings} 
Value for rate-making 














*Cf. Hearing of 1927, pp. 1073, 1074, 1075, 1077, 1078, at- 
tempted indictment of qualifications of Bachman, a flour mil- 
ler, for evaluating street railway properties. 

tFrom “Inventory and Appraisal” (p. 87) are the following 
figures for net capital additions at selected years: 1912, $387,305; 
1918, date of the first fare case, $139,563; 1920, date of the sec- 
ond fare case, $757,780; 1923, $713,185. Historical appraisal of 
physical property of the railway department as of December 31 
for the corresponding years showed $9,153,979, $10,307,923, 
$11,307,117, and $12,654,005. 

{Not offered before the Commission. 


Certain other points with reference to 
these estimates are interesting. Valua- 
tions used as rate bases by the Commis- 
sion lay well between the extremes of 


those offered by the other parties. In 
1920, at least, the Commission rejected 
reproduction cost as a basis because of 
the high prices then prevailing.“ In 


findings at that time was the obvious reason for calling 
Mr. Luick who, as employee, had already performed 
much of the work previously done by the Baehr organ- 
ization for the utilities Company. Mr. Beeler, although 
paid by the Company, was hunted up and employed by 
the City of Atlanta for the one extensive examination 
and report made in 1924. (See “Plan for Local Trans- 
portation,” 1924, and Atlanta Fournal, January 10, 
1925, p. 4.) Mr. Bachman, a business man, undertook 
his investigations as chairman of the transportation 
committee of the Municipal Council of Atlanta. For 
political reasons his chairmanship was discontinued 
before he submitted his report to the Public Service 
Commission. (Atlanta Fournal, January 1, 1925, p. 23 
January 7, p. 8; Hearing of 1927, pp. 668, 699-725.) 


14 Opinion and Order, 1920, p. 8; also pp. 6, 7. 
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TaBLe IX. SeELecreED Expenses oF Rattway AccorDING To AupITorsS’ CLASSIFICATION 








n 


Conduct- 

Mainte- ing 
nance | Transpor- 

tation 


Year Power 


Renewal 
and Re- 
Traffic*| placement 
Reserve 


Additions 
and Betterments 
Miscel- 
laneous 
Taxes and 
General 





Cost as of 
January 


Cost as of 
Date of 
Outlay 





$1,649,816 
1,750,061 
1,772, 888 
1,837,931 
1,845,149 
1,806,066 
1,803,044 
1,827,467 


412 
1, 301 
19, 269 
11,702 
6, 767 
32,992 
1,661 


$549,113 |$ 
632,026 
595,088 
618,590 
598,705 
636, 000 
575,396 


$460, 916 
516,079 
569, 232 
667,929 
591,423 
619,577 
603, 318 


19287 
1927+ 
1926 
1925 
1924 
1923 
1922 
1921 
1920 

















$271,183 | $370,926 
3345315 
443,153 
409,016 
377,005 
336,440 
314,755 
279 304 


$899,942 
852,421 
763,690 
730, 881 
725,511 
739,939 
696,769 
624,445 


403,181} 
541,579 
5375575 
447,985 
435,979 
420,794 
402,041 


$1,592,679 
1,491 1354 
883,938 
1,272, 326 
588, 109 
305,482 
775 ,969 


1,507,467 
881, 273 
1,284, 583 
670,073 
303,850 
655 ,955 

















*Under this head are listed expenditures of a Public Relations Department. 


+Data for 1927 and 1928 not from same report as the others. 


t The falling off in tax costs after 1926 is explained by a re-allocation of tax burdens as between the properties of the dif- 
ferent utilities of the Company, which reduced the railway’s share of the taxes. 


1918 it did ‘‘not approve of the method 
of attempting to segregate and attach 
specific items of value, as ‘Going Val- 
ue.’ 47 In 1927 in its valuation figure 
of $20,000,000 it allowed $4,000,000 for 
street paving paid for by the railroad."® 
An additional fact was that estimates of 
reproduction cost excluding land arrived 
at by both Beeler and Luick fell between 
$18,000,000 and $19,000,000.14° 

These variations in property valua- 
tions entailed variations in calculation 
of net returns. Account books and rec- 
ords were less subject to public scrutiny 
than were the physical properties. Parts 
of their contents, however, were made 
available in the regular reports sent to 
the Public Service Commission and in 
the two audits covering the years 1921- 
1926.%° Table IX repeats lines of the 
auditors’ figures and shows that costs of 
maintenance and conducting transporta- 
tion did not reach a permanently higher 
basis, while those of power and miscel- 


47 46 G. R. C. R. 439. Cf. Opinion and Order, 1927, 
p. 5, apparent recognition by the Commission of going 
concern value as an element in reasonable valuation. 
There was some question about Beeler’s allowance on 
this point (Hearing of 1927, pp. 101, 132, 133, 160). 

48 Opinion and Order, 1927, pp. 11, 12. Cf. Beeler, 
“Inventory and Appraisal,” p. 23. 

149 Hearing of 1927, pp. 93, 94. Beeler, “Inventory 
and Appraisal,” Summary, p. ill, gives reproduction 


lanies did. The total result, as seen in 
Table VI (in previous article), shows a 
3.8% diminution of gross earnings as a 
result of jitney competition in 1924 and 
a recovery after the jitneys were abol- 
ished in 1925. After 1922 and until 1928 
no marked change took place in gross in- 
come, operating expenses, or the operat- 
ing ratio. According tothe Beeler Report, 
this stalemate allowed Io of the 23 lines 
of railway to fail toearn enoughin 1923 to 
cover all charges against them ™ and on 
all lines in four years an actual decline of 
39.2% in net operating returns. Table 
X gives a partial statement of net re- 
turns and deficits. 

The figures of Table XI are taken 
from Beeler’s Report on individual car 
lines for the year 1923." They show the 
largest and the smallest of both sur- 
pluses and deficits which were arrived at 
in each case by deducting from operating 
revenues all current charges. They also 


cost new, less non-essential construction, as $18,905,102, 
going concern value excluded. 

19 Opinion and Order, 1927, p. 8. 
1927, Exhibit Nos. 3, 6. 

151 Beeler, “Plan for Local Transportation,” pp. 65, 
92. Among these charges were taxes and renewal and 
replacement costs. Cr. Coffin Award Presentation, pp. 
119, 121. 


Cf. Hearing of 


182 Beeler, op. cit., p. 92, Exhibit 18. 
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show the total amount of the deficits on 
the 10 deficit lines and the total sur- 
pluses on the other 13 lines. Again they 
show that the Main-Decatur line, whose 
longest riders paid the five-cent contract 
rate, was in the surplus column, although 
its operating revenues were but 64.5% 
of those of the College Park-Hapeville 
contract line which is in the deficit 
column.! 


ParTIAL STATEMENT OF Net RetuRNS 
AND Dericits.* 


TABLE X. 








Percentage Returns Alleged 

Net Returns Deficit under 
(Beeler) Auditor |Public Service} 8% Return 

Commission 








1926 ‘ a $1,477,642 
1925 ; 

1924 | $566,358 
1923 738,957 
1922 841,742 
1921 989,528 
1920 930,218 

















*The Beeler Report, p. 67, states that the return for 1924 was 
equivalent to an 8% return on only $7,090,000 capital. The 
right hand column is taken from Exhibit 4 offered in the Hearing 
of 1927. Calculation is based on Baehr’s inventory, 1921. 


A brief statement about certain items 
of expenditure and about financial re- 
lations between departments of the Com- 
pany is in place. The investigations dis- 
closed that from earnings the railways 
had set aside 2.5% of estimated capital 
value for depreciation and 1% of gross 
revenues for contingent reserve, and that 
the following other sums had_ been 
allowed: 

For interest on investment 
in street pavements..... 
For depreciation of street 
pavements........ 
For gross receipts tax, “City 

of Atlanta..... 180,000! 
Here are five items. ‘Provision for the 
first, third and fourth of them had been 
urged by expert investigators and their 
recommendation endorsed by the Public 
Service Commission. 

Certain other items and estimation of 
the whole financial condition led to a 
consideration of the relations of the rail- 


$280,000 


100,000 


Tas_e XI. Operatinc Revenues, DepucTIONS AND 
Net OperatTinG Returns OF SELECTED LINES 
OF THE SYSTEM. 








Total Net 
Operating | Operating from 
Lines Yielding Surpluses | Revenue | Deductions| Operations 


Peachtree-Whitehall $580,009 | $401,386 | $178,623 
Ponce de Leon-West View) 481,418 308,177 173,241 
Inman Park- ane Ave.| 457,819 346,658 111,160 
Main-Decatur.. wees] 244,380 209,030 35,350 
Orme-Magnolia. 87,053 86, 868 185 








Lines Yielding Deficits 


Courtland-Woodward.... 116,945 149,495|$ —32,550 
Luckie-Washington 249,634 276,686; —27,052 


Piedmont-Central . 174,632 195,607, —20,976 
College Park-Hapeville. . 378,631 384,583; — 5,952 
S. Decatur-East Lake.... 149,459 — 2,407 
Total Deficits on 10 Lines. $—141,959 
Totals for All Lines +244, +505, $ 738,957 
Total Surplus on 13 Lines. $ 880,916 














ways to other departments of the Com- 
pany. One such item was the charge 
made by the electric department for 
power used by the railways. Critics of 
the Company seemed to hold that, be- 
cause of the close alliance between the 
electric department and the railway, the 
rate on power could be kept low and thus 
railway expenses and consequently car 
fares kept low also. Faced with exhibits 
alleging that railway expenses were high 
and receipts too small to cover them 


153 Tt will be recalled that on both of these lines inter- 
mediate traffic paid the regular city fare. (Supra, p. 
282.) But the percentage of contract-fare traffic was 
greater on the surplus than on the deficit line. This 
excess was based on the greater population of Decatur 
and the greater accessibility of street car service be- 
cause of the loop which lies wholly within the restricted 
area to which the contract fares applied. The popula- 
tion of the contract-fare communities was as follows: 

1920 Ig10 1900 1890 1880 
College Park... . 3,622 2,173 517 ieee 
Decatur 6,150 2,466 1,418 1,013 639 


14 Opinion and Order, 1927, pp. 8, 12. The record of 
the City Auditor of Atlanta shows that the Company 
reported the sum of $2,496,000 as gross receipts subject 
to the 3% tax for the year 1926. On that sum the total 

tax should have been $74,880,not $180,000. According 

to the Public Service Commission, the effect of saddling 
this tax and the shares of paving assessments on the 
railway was that “this Company operates under con- 
ditions which prevail in comparatively few cities 
throughout the country.” (/did., p. 11). Cf. Hearing 
of 1927, p. 720, and also pp. 88, 96. 
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adequately, they argued that the charge 
for power must be too high. They 
were apprised, however, that the rate 
was one cent per kw. hr., ““minimum rate 
authorized by the Commission to be 
charged to wholesale industrial custom- 
ers.” The total bill for power on that 
basis was a large item, but to have 
charged a lower rate would have dis- 
criminated against other users of elec- 
tricity and increased the railway’s de- 
pendence upon the power of the electric 
department. Hence the Commission 
looked upon the established rate as not 
unreasonably high. 

In 1927 an auditor, acting for the 
Public Service Commission, reported 
that in his opinion overcharges aggre- 
gating $457,957 had been put into the 
tax account of the railways for the three- 
year period 1924-1926." A checking 
over and redistribution of shares of this 
burden “‘between the various depart- 
ments of the Company” for the year 
1926 resulted in “increasing the Com- 


pany’s (railways’) net revenues as of 
1926, in an amount of approximately 
$150,000” by taking away the excess 
charged to them. The Commission took 
cognizance of this item.” 

Apart from this, but little specific ob- 
jection to the accounts was raised.'8 


185 Opinion and Order, 1927, pp. 8, 9, and Hearing of 
1927, Pp. 459. 

156 Hearing of 1927, Report of Audit Company of the 
South, p. 2. The auditor compared his own findings as 
to railway net earnings with those on the Company's 
books thus: Earnings as shown by 

1926 1925 1924 

Company’s books, $995,569 $730,310 $828,420 

Auditor’s report, 1,145,472 956,664 910,121 

Excess in latter, 149,903 226,353 81,701$457,957 
Cf. Hearing of 1927, pp. 718, 1,055. A Company 
official in testimony (Jéid., pp. 1,056, 1,057) explained 
that his difference in findings was attributable mainly 
to the refusal of the federal income tax service to treat 
the Company as a consolidated concern and that it had 
treated the rental paid to the Georgia Railway and 
Electric Company as taxable income. Other auditors 
had said that the tax would not have been so large had 
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In handling funds inside the Company 
after expenses were paid, any surplus or 
deficit in any department went into a 
common chest. By that means any sur- 
plus in the latter could be used to cover 
a departmental deficit without making 
public the details, although the Public 
Service Commission is authorized to 
become apprized of them. It is difficult, 
even alleged to be impossible, to ascer- 
tain the fixed charges of the railways 
alone, although 72.24% of the bonds 
outstanding against the properties inside 
the “seven-mile zone” in 1918 was said 
to be chargeable to this department."® 
As to operating receipts and expenses, 
however, much information is to be had. 
And it was on the basis of this that the 
Company, seconded in principle by the 
Public Service Commission, asserted 
that under the seven-cent fare such 
deficits had accrued that the returns 
realized on the capital sunk in the rail- 
ways were insufficient to attract funds 
adequate to supply the transportation 
needs of the community and that this 
department on account of financial weak- 
ness was leaning upon the other depart- 
ments. The Commission said: ‘‘but for 
the sustaining credit of the light and 
power and gas properties . . . the street 
railway business would have long since 


not the lessor-lessee relationship existed. It is notabie 
that, as shown in Table IX herein, the taxes for 1927 
and 1928, after the lease had been extinguished, were 
less than those of 1926 by $138,000 and $170,000 re- 
spectively. Cf. [bid., p. 718, statement of Bachman, 
witness (Supra, n. 145), that the auditors had satis- 
factorily explained the tax tangle. Cf. also Opinion and 
Order, 1927, p. 8. 


187 Thid, 
168 Hearing of 1927, p. 1,055. 


159 Proceedings of 1918, p. 192. A Company official 
writes that, excepting bonds issued before 1902, “all 
bonds have been issued upon the joint security of both 
the electric properties and the street railroad properties, 
and consequently it is impossible to make any allocation 
of bonds to the street railroad, except a purely arbitrary 


” 


one. 
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been paralyzed.”'*° And buttressed by 
the other departments the railway was 
supported in part by the patrons of those 
other departments, many of whom, it 
was alleged,! rarely, if ever, rode on a 
street car. This was true of patrons of 
the electric department residing both 
inside the metropolitan district and out- 
side in other communities of the State. 

This condition may be attributed 
either to the small earnings of the large 
amount of low-density traffic of the rail- 
ways, both on the seven-and-a-half-cent 
and five-cent fares, or to the fact that 
the general level of fares was as low as it 
was, or to an excessive valuation of the 
properties on which interest returns were 
desired by the owners. Although the 


popular and political preference in At- 
lanta was for the third of these, the 
economist prefers the first, because he 
finds that dense traffic lines take in large 
receipts without much greater expense 
per car mile than light traffic lines. The 


seven-cent fare period was one of fluctu- 
ating, not of growing, traffic, and as a 
result the average receipts for 1925, 1926 
and 1927 were less than those for 1923. 

Thus the seven-cent fare failed to 
bring satisfaction. A change of results 
was desired by the management, but to 
bring about a change was not a simple 
matter. Nevertheless, it was undertaken. 
But efforts to coerce, which had marked 
the contract-fare episodes, gave place in 
Atlanta to a cooperative program. A 


169 Opinion and Order, 1927, p. 7, also pp. 4, 9, and 
Hearing of 1927, pp. 105, 106, 593, 594. The figures 
given in Beeler, “Plan for Local Transportation,” p. 65, 
furnish ground for the position taken by the Commis- 
sion. Again, pare down by one-half any alleged deficit 
for a year later than 1922, as shown in Table X, then 
deduct from the remaining half $150,000 for taxes un- 
duly charged to the railways (p. 43). The result would 
still be no small deficits for the years 1924, 1925 and 
1926. Protestants and others who did not share the 
responsibility for the railways disputed the soundness 
of these conclusions. Shall the writer join with them 
or remind himself of what Yarros says of the “Familiar 
notion ... that ‘the people’ are just, square, altru- 
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public relations service was instituted, 
conciliation became the watchword, and 
a “Constructive Plan for Solving the 
Present and Future Transportation Prob- 
lem” was outlined.’” In 1923 the City 
Council was asked to endorse an appli- 
cation for a new advance of fares as. a 
means of placing the railways on a self- 
sustaining basis; copies of the petition 
were widely circulated and discussion 
through the press and forum was carried 
to and invited from citizens, especially 
those in civic, social, political, labor and 
business groups.’ Council replied that 
it had no jurisdiction over fares and 
without recommendation referred to the 
Railroad Commission as the authority 
to be consulted. A Council committee, 
however, held open hearings on the 
question and the Council itself at the 
expense of the railways employed the 
Beeler organization to investigate the 
situation and formulate recommenda- 
tions to be submitted to the City and 
Company. Its report pointed to the de- 
pendence of the City “upon the proper 
functioning of the local transportation 
system” and warned that the deficiency 
of revenues of the railways was serious 
and that their financial condition would 
have to be “radically changed,’ in 
order to enable them rightly to serve the 
community. 

These recommendations, although in 
large part neglected, had some important 
effects. The Company was commonly 


istic, reasonable, while ‘the rulers’ (here the Public 
Service Commission) are almost invariably tricky, 
selfish, predatory, arrogant?” 27 American Journal of 
Sociology 215 (September, 1921). 

161 Opinion and Order, 1927, pp. 4, 9. 


16 Coffin Award Presentation, p. 118. Cf. Hearing of 
1927, pp. 589-90. 

163 Hearing of 1927, pp. 11, 12. Cf. Atlanta Fournal, 
May 16, 20, 24, 1923. 

164 Beeler, op. cit. Ct. Opinion and Order, 1927, pp. 35 45 
6, 7, and Hearing of 1927, pp. 14, 15, 65, 68. 
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regarded as potent in helping itself, 
hence its S. O. S. call tended to fall upon 
deaf ears. However, the City did take a 
hand in the cost-saving measures of the 
railways which have already been men- 
tioned.’® Added to these in 1925 were 
the abolition of jitney competition and 
the permission given by the Town of Col- 
lege Park to replace its contract fare with 
the regular city fare. But the effects of 
all these taken together did not suffice to 
restore the lost balance in the accounts. 
Finally, after seven years, and without 
the support of the municipal govern- 
ment, the Commission was asked again 
to raise the fares. In preparing for the 
hearings an optimistic Company official 
forecasted “no general sentiment of op- 
position.” When the hearings were 
held, however, the most voluminous 
testimony yet heard on the fare question 
was evoked. 


The Third Fare Case. 


The applicant presented a case similar 
to the previous ones. With all the force 
at command it emphasized cost factors, 
high levels of prices, sparseness of 
traffic, deficits, desirability of fair valu- 
ation of properties as a basis for rates and 
necessity of placing the railways ona 
self-sustaining basis. Facts were pre- 
sented in formidable array,'*’ and their 
convincing character is attested by the 
evident difficulties besetting a leading 
witness, and subsequently a leading 
attorney, of the opposition in taking the 


165 Supra, pp., 282-283. 

166 Coffin Award Presentation, p. 122. 

167 Hearing of 1927, pp. 60-64, also pp. 103, 105, 106, 
593, 594. 

168 Tbid., pp. 508, 654, 557, 658, 662, 666, and Opinion 
and Order, 1927, pp. 5, 6, Exhibit No. 14 shows that 
the proposed rates were designed to yield a 6% return 
on a valuation of $25,835,039, including jointly used 
properties. 


169 Opinion and Order, 1927, p. 4. Cf. Hearing of 
1927, pp. 688, 694, 1082. Also p. 610, Manget’s com- 


testimony. Nevertheless, a great amount 
of opposing testimony was presented. 
It called attention to five-cent and six- 
cent fares in certain northern cities; 
it contended that excessive capitaliza- 
tion, or unreasonably high valuations of 
visible properties, had been accepted as 
bases for rates by the Commission in the 
past and were being offered again for the 
purpose of determining the decision on 
this application, and claimed that,'® 
should the railway and the other prop- 
erties be treated as whol, the Company 
would be found to be already earning a 
reasonable return.'® Finally, this side 
alleged that the excellent, “highly main- 
tained . . . roadway and equipment” 
were evidence of the railway’s pros- 
perity.!7° 

In spite of much argument the Com- 
mission’s course seemed again charted 
clearly. It decisively rejected the at- 
tempt to apologize for inadequate car 
fares by saying that the Company as a 
whole was earning reasonable returns. 
It said, “the street railway property 
should henceforth bear its own bur- 
dens.”!”! It reiterated its uniform prac- 
tice of using as a basis for rates, not cap- 
italization, but valuation of physical 
properties,'” and explained that the 
high condition per cent of properties and 
excellence of equipment were made pos- 
sible by funds not derived from earn- 
ings.'% Jt stated further that, when the 
adjustment of 1920 was effected, the 
ensuing trend of general prices could not 
be foreseen and admitted that the seven- 


plaint about the planned filling of the coffers of the 
“rich corporation” by the new rates. Also p. 694, ad- 
mission from Attorney for Atlanta of no ground to sup- 
port contention for treating all the utilities as a whole 
instead of basing separate rates for each on its costs. 

170 Opinion and Order, 1927, pp. 7, 8, and Hearing of 
1927, p. 325. 

171 Opinion and Order, 1927, p. 7. 

172 Thid., pp. 5, 6. 

173 Thid., pp. 7, 8. 
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cent rate was lower than the evidence 
then submitted seemed to justify. With 
respect to what followed it said, “In- 
stead of a restoration of pre-War prices 
of labor and material, there has resulted 
what appears to be. . . a stabilization 
of prices at a much higher level than ob- 
tained prior to the War.’’!”4 

As a consequence, money costs of op- 
eration rested upon a permanently higher 
level, and revenues from the available 
traffic were inadequate to cover them. 
For nine years patrons had enjoyed serv- 
ice at rates that were not compensatory. 
Such rates were too low. Two hundred 
and eight cities had already adopted the 
1o-cent fare. If adopted in Atlanta, 
movement by street railway would still 
be cheaper than any other transportation 
obtainable. The Company merited re- 
lief and the remedy was to raise the fares. 
A 10-cent fare for single rides was advo- 
cated even by opposition witnesses. 
Therefore, a new schedule, which is still 


in force, prescribed a cash fare of Io 
cents, ticket fares four for 30 cents, and 
for school children 20 tickets for $1.00.!” 

Under the new schedule for 1928 the 
gross income was $5,362,744; operating 
expenses $3,289,016; and operating ratio 


68.24%. In producing this result the 
fares were no doubt aided by the partial 
recovery from the southeastern sectional 
business slump of 1926-1927. 


Conclusion 


The fares on the Atlanta street rail- 
ways, although at first high, were later 
reduced to, and more recently raised 
above, the five-cent level. In general, the 
principle of the flat fare has been adhered 
to and the burden on patrons, despite its 


14 Thid., p. 6. 

1% Thid., pp. 10, 11, 12. 

1758®Continuous enjoyment of this advantage is de- 
pendent on maintenance of the general level of prices 
and of money incomesof patrons. If prices and incomes 
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apparently unchanging quantity, has 
varied with changes of price levels, rising 
if prices and money wages fell and falling 
as they rose. For many years before 1919 
the fares were held at five cents and, 
since prices were rising in 1898-1919, the 
patron found in the purchase of street 
car service an increasing advantage. 
This consumer’s surplus was in part offset 
in 1919 by the advance to six cents of all 
rates except those on two lines leading to 
contract-fare zones and much more by 
the further advance of these same rates 
to seven cents on the eve (1920) of the 
grand slump of post-war prices. ‘““The 
present status of the consumer’s ad- 
vantage from the level of fares is indi- 
cated by the fact that, owing to the use 
of tokens, about 85% of the patrons pay 
a seven-and-a-half cent fare with prices 
about 50% above the 1913 level.” This 
85% of car users today get “from present 
fares the same proportionate advantage 
obtained from the five-cent fare in 
1913.17* The other 15% pay the 1o- 
cent rate and receive proportionately less 
of advantage.!” 

On the investors’ and management’s 
side, several different factors influenced 
in varying degrees the fare problem. 
Chief among these were maintenance 
of properties, adequacy of capital funds, 
the cost-earnings ratio, flat fares and 
contract fares, motor-car competition, 
and the fiscal demands of the cities. 

Early competitive ventures in the 
community resulted in a rapid multipli- 
cation of light railway facilities. This 
competition, however, was brought to an 
end by the consolidation of all lines into 
one system in 1902, and under the new 
control an improved order was intro- 


rise, the advantage increases; if they fail, it decreases, 
provided fares remain unchanged. 

176 This calculation has left out of account the five- 
cent contract-fare passengers who, of course, receive a 
consumer’s advantage. 
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duced into the processes of extension and 
expansion. In the disturbed war period 
the properties were temporarily neglected 
and the condition per cent allowed to 
fall, but once that period was over, the 
policies of improvement and develop- 
ment were again resumed and the con- 
dition per cent raised to such an extent 
that the physical properties have been 
lauded as excellent. Moreover, the man- 
agement has operated cars which have, 
except in rush hours, afforded much 
space not occupied by passengers. 
Although the promoters of the early 
street railways found means to launch 
their projects, several of their ventures 
were financially wrecked before a sound 
basis of conducting the business was 
reached. As the population of the com- 
munity grew, traffic increased and in- 
creasingly expensive structures were re- 
quired to handle it. As a consequence, 
larger amounts of capital per mile of 
track had to be raised and greatly in- 
creased debt obligations resulted. Nev- 
ertheless, the earnings of the monopoly 
under conservative management sup- 
ported well the financial structure until 
the era of the world war. In the war 
period increased prices caused expenses 
to gain greatly upon receipts, produced 
a relative shortage of earned funds, 
weakened the credit line of the whole 
Company, and temporarily lessened its 
facility in borrowing capital. The pass- 
ing of the peak of prices was, however, 
followed by financial outlays which in 
character and size were unprecedented 
in any like term of the railway’s history. 
In the long run both the adequacy of 
capital funds and the development of 
physical properties depended upon net 
returns from the business and net returns 
upon the ratio of costs to earnings. Hold- 
ing in mind the flat-fare schedule of 
charges, it suffices here, without restating 
the facts as to costs, to make the follow- 
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ing statements: Traffic densities varied 
not only as between different lines, but 
also as between different portions of the 
same line and as between different hours 
of the day on given portions of some 
lines. Costs of operating individual cars 
in their turn varied mainly with the dis- 
tances covered, those of a well-filled car 
being but little more than those of one 
bearing a single passenger. The costs per 
passenger in the former, however, were 
much less than in the latter, and yet in 
making the choice between flat fares and 
graded fares these facts were not given 
that weight which justice apparently 
would have allowed. A source of further 
inequality was found in the five-cent 
contract fares, notwithstanding that in 
1923 one of the contract lines earned a 
surplus over operating costs. These 
variations in densities of traffic, and not 
the levels of fares, as seven cents or five 
cents, were idargely responsible for the 
maladjustment of revenues to costs 
which appears from comparison of finan- 
cial returns of different lines. Such com- 
parison reveals that in general the lines 
of higher average densities had low oper- 
ating ratios and as a consequence yielded 
surpluses, while those of low densities 
had high operating ratios and yielded 
deficits.77 In 1923, 10 lines yielded 
deficits, the aggregate of which, when 


‘77 Assuming that revenue per car mile is a fair index 
of density, Nos. 1 and 7 below showed nearly equal 
densities, but one earned a surplus and the other a defi- 
cit. Density alone did not decide the issue. 


OPERATING STATISTICS IN CENTS PER Car Mite.* 

















Operating | Operating | Net from 
Line Revenue | Deductions} Operations 

1. Decatur-Marietta.....| 35.46 37-65 D2.19 
2. Courtland-Woodward..| 31.78 40.63 D8.85 
3- Cooper-Richardson....} 36.05 45.27 Dg.22 
4. Pine-McDaniel........ 36.07 40.43 D4.36 
5. Main-Decatur........ 29.18 24.96 4.22 
6. Stewart Avenue...... 29.88 33.94 D4.06 
7. English Avenue-Sol- 

diers’ Home........ 35-49 32.67 2.82 
8. Buckhead-Oglethrope..} 31.59 24.26 7-33 








*Data from Beeler, ‘‘Plan for Local Transportation,” p. 93- 
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' subtracted from the total surpluses of 
- the other lines, left a residue insufficient 


to pay normal returns upon the officially 


estimated capital investment in the 


whole system.'”8 


The establishment of the flat fare in 
Atlanta was in line with widespread 
practice in other cities. Once established 
on some car lines in the City, competition 
forced its spread to the rest, and after 
the monopoly stage was reached, other 
newly acting causes hindered any at- 
tempt to change it. Chief 2mong these 
hindrances, no doubt, was the attitude of 
the General Assembly of Georgia which 
took from the owners of the railways 
such rate-making powers as they once 
had and vested them in the Railroad 
Commission. But this attitude was in 
part based upon the opinion that flat 
rates tended to equalize the advantages 
of living in different parts of the metro- 
politan area and therefore to decentral- 
ization of population. These considera- 
tions were sociological and philanthropic, 
aimed at the welfare of patrons of the 
railways. If we allow them sufficient 
weight in the debate as to methods of 
promoting welfare, the flat-fare struc- 
ture can be defended. Such defense 
affords a grain of comfort to favored 
patrons and also to holders of real estate 
lying within easy reach of light traffic 
sections of the car lines, because it up- 
holds each of them in receiving a virtual 
subsidy at the expense of other patrons 
of the railways. But it minimizes the 


importance of those varying specific 
costs to which business men and econ- 
omists devote much attention. 


8 Stockholders have long groaned about the need of 
putting the railways on a self-sustaining basis. A drift 
in that direction is indicated in the financial returns 
since the fare adjustment of 1927. (See Auditor's 
Report for 1927-1928, March, 1929, and Table IX, 
Supra, p. 284. 

179 A Company official states that probably as much as 
50% of this line’s traffic has been five-cent traffic. The 


ATLANTA STREET RAILWAY FARE CONTROVERSY 291 








Akin to this are the results of the sur- 
viving five-cent contract fares. Now the 
Company has claimed that these fares 
are not compensatory. The Beeler Re- 
port, however, shows that in 1923 the 
Main-Decatur line, a contract-fare line, 
earned $35,000 more than its operating 
expenses. Assuming that 1923 was a 
representative year, reconcilement of the 
Company’s claim with this fact is pos- 
sible, if not more than 50% of the traffic 
on the line was five-cent traffic, because 
the difference between the earnings on 
this traffic and on that which paid the 
higher rate, then approximately seven 
cents, probably exceeded the $35,000 
surplus by a good margin.!”? However 
this may be, there are on this line today 
two classes of passengers who use the 
same cars almost in common and yet are 
distinct. For instance, (1) those in Class 
I do, and those in Class II do not, enter 
or leave cars in a zone east of Greenwood 
Station in Decatur; (2) of the two those 
in Class II, who are mainly residents of 
intermediate territory, ride shorter dis- 
tances and therefore cause the railway 
less cost for their service, and yet (3) 
they pay at present seven-and-a-half- 
cent token or 10-cent cash fares, as 
against the five cents paid by Class I. 
Under these arrangements the discrim- 
ination is twofold, viz., a two-and-one- 
half-cent (33%%) differential in the 
fare and a larger quantum of service, 
both favoring the Class I passengers. 
Thus, a Class I rider fails by two and 
a half cents, or more, to contribute as 
much to upkeep and general expenses of 
the service as does a Class II rider and 





line’s gross receipts, as reported by Beeler for 1923, 
were $244,000. If 50% of the traffic was carried at each 
rate, seven cents and five cents, 7/12 of the gross or 
$142,000 was earned by the one and 5/12 or $101,000 
by the other. The difference, $41,000, between the two 
exceeds the surplus by about 16% and makes it appear 
that the receipts from the seven-cent traffic helped a 
little to pay the expense of the other. 
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thereby tends to depress revenue and 
cause deficit in returns on invested cap- 
ital. In this way the service to and from 
the contract-fare zone is virtually sub- 
sidized and residence in the parts of 
Decatur accessible to it is also subsi- 
dized'*® to the extent that it and the 
rents affected thereby depend upon the 
favor of discriminatory car fares to and 
from Atlanta. Moreover, the incidence 
of the cost of this subsidy seems to be 
upon the patrons who pay the higher 
rates, or to be divided between them and 
the shareholders of the Company, pro- 
vided the latter have not received fair 
minimum dividends on their holdings. 


180 A series of events of the year 1929 elicited an im- 
plied appreciation of this fact. The General Assembly 
of Georgia enacted a Motor Carriers Act whose chief 
provision was that after July 1, 1929, authority to main- 
tain a motor passenger service in the State was to be 
had only after grant by the Public Service Commission 
upon proof that public convenience and necessity re- 
quired it. 

Before July 1, viz., on June 22, the Inter-City Coach 
Lines, Inc., had begun to operate a bus line between 
Decatur and Atlanta. Up to July 1 it carried passengers 
varying in number from 6 to 39 per day, and it con- 
tinued to operate thereafter until called before the Com- 
mission to prove its right to operate under the new 
statute. 

As the service in question was already in existence 
when the statute first took effect, the Company claimed 
a “preference,” i. e., that it was not required to obtain 
the certificate of “convenience and necessity.” 

The Commission, however, found other grounds on 
which to base its ruling. It held that the smallness of 
the service rendered before July 1 was such as to fail 
“to impress any one”’ that it was intended in “good faith 
to establish and maintain adequate service in the form 
of reasonable transportation facilities for the many 
thousand people transported daily between said cities. 
An approximate number thus transported daily in 
twenty-four hours is 17,000.” It held further that in 
order to determine “the question of good faith in estab- 
lishing adequate service in the transportation of the 
general public, one of the essentials is the ability and 
opportunity afforded in the conduct of such a business 
. . . The applicant was in no wise prepared to provide 
adequate service” for those who were expected to use 
its facilities. 

Furthermore, there was objection to the route selected 
for this line. It traversed certain congested streets in 
down-town Atlanta, passed through street intersections 
at which the street railway cars regularly received and 

discharged large numbers of passengers, and followed 
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The income of the railways has also 
been affected by the competition of the 
motor car for traffic and by the fiscal 
demands of the municipalities, especially 
Atlanta. The competition of the motor 
car was a competition between methods 
of movement, not mainly a_ business. 
enterprise competition. The motor car 
rose to prominence just about the time 
the railways felt most keenly the effects 
of high prices and its use has grown more 
rapidly than population. It has served 
as taxi, bus, jitney and private car, the 
last two having been most effective in 
diverting traffic from the railways. Upon 
the whole these two have moved an 
appreciable portion of the street traffic!®! 


for the most part ways that were already used by the 
street railways. The result of this was to duplicate 
service already being offered. The new law, looking to 
the public interest in continuous, dependable service, 
was designed to prevent needless duplication, because 
its inevitable result was to lessen the financial strength 
of and to weaken the established dependable service 
and in the end to throw a burden of loss upon the public. 
Therefore, it was the duty of the Commission to refuse 
permission for such duplication. 

But in the case of operation from the intersection of 
Ponce de Leon Avenue with Clifton Road to the Court 
House in Decatur, and also on two other short routes 
named, no such duplication was found and objection 
on that account was not raised. 

The Commission also stated that the North Decatur 
Street Car Line of the Georgia Power Company had 
“for several years . . . failed to take in sufficient rev- 
enue to pay the actual operating expenses” because of 
the five-cent contract fare that favored part of its 
traffic. (Minutes of Public Service Commission, vol. 9, 
pp. 263, 264, 267. Cf. United States Daily, p. 9, October 
26, 1929, and Georgia Laws, 1929, No. 424.) 


181 The following table gives reported figures and es- 
timates of the chief vehicular movement of traffic in 
the streets in three different years:* 








{ 
Probable | 

















Fare-Paying Passengers | 
Carried By Traffic | Rate | Estimated 
f of Street | Charged) Loss of 
| | Railways | Patrons) Revenue 
Year) Street | Private | without | of | to Street 
| Railways | Jitneys | Motor | Motor Car |Railways| Railways 
| Cars Competition| | (Totals) 
1926 |75,900,000, None /28,900,000/104,800,000 | 7 cts. | $1,967,000 
1924 |72,§00,000/7,750,000|1'7,000,000] 97,250,000 | 7 cts. | 1,732,000 
1920 {77-284,000 3,$00,000) 8,500,000] 89,284,000 | 6 cts. 719,000 
' ' 1 ! 





* The left-hand column and the figure for the year 1924 in 
the next column are taken from Beeler, ‘‘Plan for Local 
Transportation.” The other figures are furnished by cour- 


(Footnote 181 continued on page 293) 
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and have taken a portion of receipts 
which otherwise would have fallen to the 
Meanwhile, the capacity of 
the railways was maintained at such a 
point that they could, without adding 
greatly to their expenses, have handled 
both the traffic they actually got and an 
equivalent of all that fell to the motor 
cars; and since the revenues they were 
receiving exceeded operating expenses, 
the increments from the added traffic 
would have been largely clear gain. The 
accretion of such receipts would have 
been an undoubted advantage and have 
gone far to remove the causes of com- 
plaint about earnings, in the last rate 
hearing at least. 

This competitive curtailment of earn- 
ings occurred chiefly in the present dec- 
ade. Of earlier origin than that was the 
municipal policy of claiming as public 
revenue portions of the earnings of the 
utility. The concern of railway owners, 
municipal authorities and citizens about 
the matter was such that we state here 
the position of each. The railways, in 
common with other holders of city prop- 
erty, bore the general property tax and 
sanitary tax, as a business concern paid 
the license tax and as a corporation the 
franchise tax. Pursuant to the consoli- 
dation ordinance they also paid the tax 
on gross receipts whose rate after 1925 
was 3%; but from this 3%, deductions 
were allowed for payment of the sani- 
tary, license, and franchise taxes. Fi- 
nally, they paid the trackway paving 
assessments. All told the payments con- 
stituted a cost burden for which pro- 


(Footnote 181 continued from page 292) 

tesy of the Assistant to Vice-President (Manager) of the 
Railways, who in submitting them has the following to say in 
part: “To determine the actual number of revenue passen- 
gers lost to private motor cars is almost —— Any... 
estimate on this would be questioned. have, however, 
shown . . . the number that seems to be reasonable after a 
study of the street railway business, population figures, and 
automobile registration for the years involved. I feel that the 
figures shown are quite conservative and realize that the 
number of . . . . passengers that are using private motor 
cars may be considerably greater than shown by my figures.” 

Comparison of the figures in the right hand column with 
those of gross earnings of the railways, as shown in Table VI, 


vision had to be made as certainly as 
that for ordinary expenses. 

From the other point of view, how- 
ever, the levies, notably the gross re- 
ceipts tax and paving assessments, re- 
sulted in getting funds to pay public 
obligations. To the City Council the 
gross receipts tax saved the trouble of 
finding other means of raising some tens 
of thousands of dollars a year from the 
citizens. And to owners of land abutting 
on streets whose pavement was partly 
paid for by the railways a saving also 
accrued!® but one whose equivalent had 
to be made up to the paving contractor 
out of railway funds derived either from 
earnings or capital. 

Now if the people understood, and as 
a consequence of understanding, pre- 
ferred to pay these sums into the treas- 
ury through the channel of the railways, 
their choice is entitled to respect. “But 
the use of the railway as a ‘tax-collector’ 
is not easily defended,” if in lean years 
it resulted in denying to invested capital 
net returns below those accruing on 
other capital. “Indeed this policy tends 
to defeat itself when it causes deterior- 
ated equipment and service. In Atlanta 
a lightening of these municipal burdens 
would have materially lessened the force 
of the applications for increased fares.’”’ 

As recounted above, the price disturb- 
ance and cost behavior during the last 
decade raised a presumption in favor of 
bringing car fares into line with other 
prices. The propriety of accepting or 
rejecting this presumption as a basis for 
action depended upon the “equities” of 
the case. To reject it, for instance, would 


leads inevitably to the conclusion that the motor car has been 
an important factor in the situation, and that even a liberal 
paring down of the estimates given would still have left them 
an important factor. 

18 Incidentally the Company’s paying for a strip of 
pavement 11 feet or 16 feet wide had a discriminatory 
effect. In a street 40 feet wide it relieved property 
owners of 27.5% or 40% of the burden borne by owners 
in sections not reached by car line. 
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seem to require proof of one or other of 
two propositions: (1) that before the 
price revolution the fares had been un- 
warrantably high and that maintaining 
them at the old levels, while other prices 
were rising, tended to correct the dis- 
parity; or (2) that the railways were 
able to absorb their increased money 
costs without either increased fares or 
undue financial deprivation. In the rate 
hearings there was much thrumming, 
partly by persons not conversant with 
the principles of rate-making, as if 
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weighty reasons for opposing any in. 
crease at all were about to be divulged, 
As seen by the Commission, these rea- 
sons were not made to appear. The 
Commission’s stand has been criticised 
as having shown a preference for repro- 
duction cost of properties in establishing 
valuations for rate-making. It is hardly 
necessary here to restate contentions as 
to the theory of valuation, but if the 
Commission’s stand in that regard was 
well-grounded, there was reason for ad- 
vancing the rates in 1919, 1920 and 1927. 
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MEASUREMENT OF RISK IN PUBLIC UTILITY 
INDUSTRIES 


By JOHN F. REINBOTH 


eral theory that, if a group of bonds 

was selected in which the possi- 
bility of loss to investors was practically 
negligible (such as the highest grade 
government or municipal bonds), the 
difference between the average yield on 
these bonds and on the highest grade 
bonds of other industrial groups would 
measure the degree of inescapable risk 
inherent in these other industries. 

The risk element was isolated for 
measurement by eliminating the other 
two components of the interest payment: 
wages of management and reward for 
waiting. The wages-of-management ele- 
ment was eliminated by selecting the 
very highest grade (lowest yield) issues 
which each group could furnish; the re- 
ward-for-waiting component, sometimes 
referred to as “pure” or “net” interest, 
was eliminated by using the average 
yield of a group of practically riskless 
bonds as a common base from which to 
measure the difference in yield between 
them and the industrial groups and, con- 
sequently, between these groups them- 
selves.2. This difference in yield between 
riskless bonds and the very best bonds 
of other groups is assumed to be a meas- 
ure of the minimum degree of inescapable 
risk involved in the operations of each of 
the industries studied. After outlining 
some of the technical problems and 
features of statistical methodology in- 
volved in computing average yields rep- 


Be first article’ presented the gen- 


16 Journal of Land & Public Utility Economics 83-93 
(February, 1930). Tables in present article are num- 
bered consecutively with those in first paper. 


* Obviously, if risk and wages of management are 
negligible in municipal bonds as a class, and if the very 


resentative of the various groups, this 
article will present the differences in 
yield, which constitute a measurement 
of fundamental industrial risk, and de- 
scribe some long-time and short-time 
variations in risk over the period studied. 


Statistical Methodology 


Some of the special problems encoun- 
tered in computing an average yield 
typical of the highest-grade bonds and 
the statistical technique developed for 
their solution may be described briefly. 
Since problems of theory and method 
involved in selecting the individual issues 
to be included in this study were pre- 
sented in the earlier article, it remains 
here to discuss only the methods em- 
ployed in selecting the group of issues to 
be used in the computation of the typical 
yields for the several classes of bonds. 

Municipal Bonds. To avoid the influ- 
ence of spurious fluctuations of yield and 
to approach more closely the typical 
minimum yield of municipal bonds, only 
the lowest 10 of the 11 bond yields 
finally chosen were averaged each month. 
The same city was sometimes highest for 
several months in succession, and there- 
fore was eliminated; it then reverted 
toward the general average and another 
city took its place; or during other pe- 
riods, a different city was eliminated 
each month. 

This method reduced the influence of 
random variations in yield resulting from 


highest grade municipal bonds are chosen, the interest 
payment on such municipal bonds is mainly compensa- 
tion for waiting and, therefore, the yield of these bonds 
may be used as a base from which to measure risk and 
wages of management in the other groups. See earlier 
article for further discussion of the procedure followed. 
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fluctuations in the risk and wages-of- 
management components of the interest 
payment on municipal bonds. Therefore, 
the average of the lowest Io yields con- 
stituted an approximate measurement of 
the compensation for waiting which was 
used as a base from which to measure 
the amount of risk in the industrial 
groups. 

The lowest one or two yields of the 
group might have been eliminated each 
month along with the highest one or two 
and an average of, say, the middle seven 
yields used as the typical. This method 
was used in the electric railway and com- 
bined electric light and power and elec- 
tric railway groups where the dispersion 
between yields was wide and a median 
average yield was desired to represent 
the group. It was not employed with 
the municipal bonds because the disper- 
sion among yields was very narrow and, 
also, a representative minimum average 
yield was desired to serve as a base from 
which to measure the element of risk. 

With equal logic the two or three mu- 
nicipal bonds highest in yield might have 
been discarded entirely, but their yields 
could not have been used in the average 
when they were typical. Instead, partial 
rejection of these yields only at the times 
when they were high seemed preferable 
to complete rejection of part or all of 
them during the entire period.’ 

A comparison of this group of 1o mu- 
nicipal bond yields with Standard Sta- 
tistics’ group of 15 and the Bond Buyer’s 
group of 20 indicates that the average 
yield of this group of Io is consistently 
lower than that of either of the other two 
groups; therefore, the risk element is 
present to a less degree in the group of 
10 than in the other groups which might 
have been used. 


3 See section on General Comments, infra, p. 297. 


4See W. Floyd Maxwell and Ada M. Matthews, 
“A Monthly Index of Bond Yields, 1919-1923,” The 
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Steam Railroad Bonds. Steam railroad 
bonds have been studied perhaps more 
than any other group and, thus, a num- 
ber of group averages were available for 
comparison. The highest-grade issues 
in Harvard University’s revised group 
of 104 and Standard Statistics’ group of 
15 were analyzed carefully and the to 
lowest-yield issues selected as a starting 
point, all having an Aaa Moody rating 
during the 20 years. The average quar- 
terly yields of this group of 10 were con- 
sistently lower than either of the other 
two groups. The dispersion was narrow 
and, therefore, all 10 issues were used in 
computing the group averages. 

Telephone and Telegraph Bonds. Five 
of the lowest-yield issues were selected, 
all from more or less allied companies 
which, however, constitute by far the 
greater portion of the industry. The con- 
centration of yields was sufficiently high 
so that an average of all five issues was 
representative of the group. 

Industrial Bonds. The average yield 
of a group of high-grade industrial bonds 
was introduced for comparative pur- 
poses. The number of issues in this field 
is large and the comparison only inci- 
dental to the present study of public 
utility bond issues as a measure of risk, 
so the Standard Statistics’ average of a 
group of 15 high-grade industrial bond 
yields was used without analysis or 
modification. 

Electric Railways. Selection of issues 
to represent the electric railway industry 
was not easy. The range between the 
yields of the various issues was wide, 
especially in the middle years, thus mak- 
ing desirable a larger number of issues 
in the sample group, as well as the elim- 
ination of the highest and lowest issue 
each month before computing the aver- 
age of the five median yields. 


Review of Economic Statistics (Harvard Economic Serv- 
ice), Prel. Vol. 5, No. 3, pp. 213-214 (July, 1923). 
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Combined Electric Light and Power and 
Electric Railways. This mixed group of 
bond yields presented even greater diffi- 
culties of selection than did the electric 
railway issues. For example, during the 
early period one issue may have been 
secured by fixed plant and equipment 
used mainly in electric light and power 
service and to only a small extent in 
electric railway service, or vice versa. 
During the following 20 years this com- 
pany may have acquired additional elec- 
tric light and power properties, or dis- 
posed of part of its electric railway busi- 
ness, or both, thus changing the char- 
acter of the assets behind the bond issue 
and perhaps its yield. Mergers or affilia- 
tions with a holding company also tend 
to confuse the significance of long-time 
changes in yield as a measure of varia- 
tions in risk in these mixed utility serv- 
ices. For these reasons this group is con- 
sidered individually and is not combined 
with either the electric light and power 
or electric railway groups. The disper- 
sion of the yields of the Io issues was 
great and, therefore, the two highest and 
two lowest yields were eliminated each 
month, and the middle six averaged to ob- 
tain a representative yield for the group. 

General. ‘The above method of elim- 
ination was employed as a statistical 
short-cut in approximating the modal 
average which, of course, would have 
been preferable (except in the municipal 
group where a minimum average was de- 
sired) had it not been so impractical to 
compute. Asa test of the validity of this 
method of securing representative group 
averages, actual modal averages were 
computed for several periods in which 
the dispersion of yields was widest. The 
result was a small variation between the 
two methods, which was inconsequential 
when the dispersion of yields was normal. 
The purpose and the results seem to 
justify the method. 


Probably some errors of judgment 
were made in selecting the issues, even 
though the various criteria of selection 
mentioned here and in the previous ar- 
ticle were constantly kept in mind and 
care was exercised in computing average 
monthly yields which would be repre- 
sentative of the highest-grade bonds of 
each industry. Since these monthly 


yields were averaged to obtain quarterly 
yields for each group, the possibility of 
any error of sufficient magnitude to in- 
validate the general conclusions of this 
investigation is very slight. 


Trends in the Measurement of Risk 


Two methods of measuring risk were 
tried: (1) calculation of the actual differ- 
ences in yield between municipal bonds 
used as a base and the highest grade 
bonds of steam railroads, industrials, 
and an average of six public utility in- 
dustries, viz., (a) telephone and tele- 
graph, (b) electric light and power, 
(c) gas, (d) combined electric light and 
power and gas, (e) electric railways, and 
(f) combined electric light and power 
and electric railways; (2) calculation 
of the ratio or percentage differences 
between municipal bonds and each of 
the above groups. 

Because of the greater sensitiveness of 
the ratio-difference comparison to changes 
in the base (municipal) group and be- 
cause of space limitations the results of 
this method are presented in greater com- 
pleteness than those of the actual-differ- 
ence calculations. Chart II (Figure 1) 
presents the data on the actual-difference 
comparison for steam railroads, indus- 
trials, and the all-utility group. Chart II 
(Figure 2) and Chart III, together with 
Table IV, present the same information 
calculated on a ratio-difference basis and 
carry the method farther to an analysis 
of the six separate industries included in 
the all-utility group. The description in 
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CHART I 


DIFFERENCE IN PERCENTAGE YIELD BETWEEN HIGH GRADE MUNICIPAL, STEAM RAILROAD 


INDUSTRIAL, AND PUBLIC UTILITY BONDS: 1909 -1929* 
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the text will follow the ratio-difference 
charts, except where reference to the 
actual-differences is specified. 

Certain points concerning the inter- 
pretation of these charts should be men- 
tioned. The curves on these charts trace 
the risk history of the several groups of 
industries and, when a particular curve 
declines, it signifies that risk in that in- 
dustry is declining. But declining risk 
means an improved credit position of 
that industry; hence the difficulty of 
associating improvement with a descend- 
ing curve. Confusion will be avoided, 
however, by bearing in mind that a de- 
clining curve means declining risk. 

Furthermore, it should be remembered 
that only the very highest grade issues 
were selected in each industry—not even 
the typical, or average, or generally rep- 
resentative issues—but the very best. 
The group yields indicate, therefore, 
the minimum amount which the very 
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best firms in each industry paid for bor- 
rowed money during the past 20 years. 
The absolute and, better still, the ratio 
differences between these yields and the 
yield on the best municipal bonds repre- 
sent the fundamental risk present in each 
industry which even the strongest firms 
could not escape in carrying on their 
business. 

In all economic investigations it is im- 
portant to distinguish between tenden- 
cies and influences, results and reasons, 
effects and causes. Since the results of 
this investigation are open to a variety 
of possible and plausible explanations, 
the following discussion will be confined 
mainly to a description of the long-time 
and short-time tendencies of the risk 
element in the industries analyzed. 

The data on which this study is based 
reflect only indirectly, through the bond 
markets, the economic influences operat- 
ing within a particular industry. In 
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general, the assumption is that develop- 
ments within any industry financed 
largely by the investing public are sooner 
or later recognized by these investors 
and thus affect the cost to the industry 
of obtaining long-time credit. However, 
to the extent that conditions peculiar to 
the money market itself are operating 
from time to time, the data will not 
truly reflect the influences which it is 
desired to measure. 

Among the influences peculiar to the 
money market may be mentioned shifts 
in the fashion of disposing of accumu- 
lated savings, such as buying securities 
directly, savings bank accounts, building 
and loan associations, and insurance, 
much of which indirectly reaches the 
security markets; withdrawal of funds 
for consumption purposes; the supply of 
new capital accumulated in proportion 
to the demand for it; the character of 
the demand for funds in relation to the 
character of the supply, i. e., short-time 
and long-time, the proportion of bonds 
to stock, the proportion of railroad, mu- 
nicipal, industrial, and public utility 
bonds and stock, and real estate and 
domestic and foreign govenment bonds 
to the total of each and the grand total of 
all. These are diverse, complex factors 
difficult to evaluate at any time, and 
hence are left to the reader’s discretion 
in interpreting the results of this study. 


Long-Time Tendencies in Risk 


It is apparent from Charts II and III 
that a smaller degree of risk is inherent 
in the operations of the steam railroad 
industry than in the so-called industrial 
or the other public utility groups. How- 
ever, over the two decades a clearly 
defined tendency may be noted for fun- 


5 These 5 44 pre-war years were used as the base period 
because they were comparatively free from maior fluc- 
tuations resulting from disruptive changes such as were 
brought on later by the war. A group of years was 
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damental risk to increase in the steam 
railroad industry. On the other hand, 
most of the public utility industries have 
shown a marked tendency for the amount 
of inescapable risk involved in their op- 
erations to decrease, especially in the 
past decade, while risk in the non-utility 
industries has remained fairly constant 
over the same period. Particularly in 
the last few years have the public utili- 
ties approached more closely the risk 
level of steam railroads than at any time 
in the period under review. 

These tendencies are more apparent if 
index numbers of the percentage differ- 
ences in yield above municipals are com- 
puted for each group, using the pre-war 
period (1909-1914) as the basis of com- 
parison, or 100%.° 

The results of the computation of such 
indexes are similar to those revealed by 
the charts. The variations between the 
two are largely attributable to the differ- 
ence in the two bases used. The addition 
of the index-number measurement, how- 
ever, facilitates comparison of the risk 
positions of the several industries and 
and their more accurate description. 
Thus the annual percentage change 
above or below the index of risk for the 
period 1909-1914 indicates the degree of 
increase or decrease in risk in each in- 
dustry relative to its average level dur- 
ing the base period. 

These annual index numbers are not 
reproduced here because of their close 
similarity to the charted material. They 
were used, however, as the basis for con- 
structing Table III, which shows the rel- 
ative risk positions of the several in- 
dustries in 1929 and 1928 with reference 
to their situations in the pre-war period. 
In other words, increment or decrement 
of risk is expressed as a percentage of the 


selected rather than any single year (e. g., 1909), in 
order that the broader base might reduce the effect of 
minor variations in a particular year. 
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1909-1914 base and these percentages 
determine the risk-rankings of the sep- 
arate industries in the last two years rel- 
ative to their pre-war positions. 
Comparing the public utility groups 
individually in 1929 with their pre-war 
levels, the outstanding feature is the 
complete reversal in credit position of 
both electric railwaysand steam railroads 
from their strong pre-war position to the 
weakest rating in the last two years. 


TasBLeE III. PercentaGE CHANGE 1N Risk* Com- 


PARED TO 19¢9-1914 LEVEL 








Change in Risk Ranking 





Classes of Bonds 1929 1928 |1929|1928/1909-1914 
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*Based on percentage difference between 1929 average 
municipal bond yields and each of the groups listed. 


These are the only groups which clearly 
have shown no improvement; indeed, 
are in a worse position.® To be sure, these 
two transportation industries in the pre- 
war period enjoyed the best credit of any 
of the industries studied, even better 
than the industrials, and this may ex- 
plain in part why they occupy such a 
comparatively poor position now. But 
they have gone so far in the opposite di- 
rection that causes other than statistical 
must be largely responsible for the 
definite upward trend of risk. 

The effect of expansion and prosperity 
in the electricity market is obvious. The 

6 Throughout the discussion, when reference is made 
to the fact of increasing risk in the steam railroad in- 
dustry and its poor position relative to the early part of 
the period, it should be remembered that in spite of this 


decline the industry is still in a more favorable risk po- 
sition than the other industries represented. 
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combined electric light and power and 
gas industry improved the most, fol- 
lowed by the electric light and power, 
telephone and telegraph, combined elec- 
tric light and power and electric rail- 
ways, and gas industries. 

It is interesting to note that the elec- 
tric light and power group, which in 1928 
ranked first in reduction of risk, yielded 
the lead to the electricity and gas group 
in 1929. Similarly, comparing rank in 
1928 and 1929, telephone and telegraph 
bonds displaced the combined groups 
representing the electricity and gas in- 
dustries in third place, and the gas in- 
dustry took sixth rank from the all- 
utilities group. This reversal of trend 
in the all-utilities group was caused al- 
most entirely by the very much poorer 
credit position of the electric railway in- 
dustry and, in the last quarter, to some 
extent by the increased risk in the com- 
bined electric light and power and elec- 
tric railway group. 


Short-Time Tendencies 


For convenience of analysis, the 20- 
year period is divided into four parts: 
1909-1913, I914-1917, 1918-1920, and 
Ig2I to date. 

7909-1974. This pre-war period was 
characterized by narrow fluctuations in 
risk in all groups. The steam railroads 
were in their best position, evidencing 
very little risk, and during two quarterly 
periods none at all.’ The industrials 
were subject to less risk than the utilities; 
both groups were improving during most 
of the period, but definitely increased in 
risk during the last quarter. 

The older public utility industries, 
such as the electric-railway, gas, and 


7Jt is conceivable that railroad bonds, during short 
periods, may yield even less than municipals as a result 
of wider marketability, which is probably more im- 
portant during periods of financial stress than during 
business prosperity. 
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telephone-and-telegraph groups, were in 
stronger positions prior to the war than 
the then newer public utility services. 
During this period electric railways, like 
steam railroads, enjoyed their least 
amount of industrial risk. In the last 
year (1913) the electric light and power 
industry began to be recognized and 
gained a better relative position, com- 
parable to the gas and telephone and 
telegraph groups, and was exceeded in 
security only by the electric railways. 

1915-1917. The steam railroads con- 
tinued the rising trend of risk which be- 
gan the latter part of the first period and 
reached its peak in the third. The in- 
dustrials fluctuated more than the aver- 
age of all utilities, which were very stable 
during these three years. The drop in the 
industrials in 1915 occurred soon after 
the war broke out in Europe, and the 
second drop in 1917 came soon after the 
United States entered the conflict. While 
the industrials remained below the all- 
utilities average most of the time, the 
telephone and telegraph, electric light 
and power, and electric railway averages 
were below the industrials during the 
middle portion of the period. 

7918-1920. During the war years, and 
those immediately following, greater 
changes occurred in less time than during 
any other portion of the 20 years. The 
tendency of the steam railroads to in- 
crease in risk culminated in 1919-1920, 
but was followed by a sudden and sub- 
stantial improvement during which they 
almost reached their pre-war levels of 
comparative freedom from risk in the 
third quarter of the following year. 

The most outstanding characteristic 
of this period is the relatively stable po- 
sition of the industrials compared with 
the utilities and even the steam railroads. 
The industrials showed the smallest in- 
crease in risk of any of the groups during 
the peak year (1920) but fluctuated in 
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the same general direction as the other 
groups. 

Public utilities are conspicuous during 
this period for the unusually high degree 
of inescapable risk involved in their op- 
erations. The manufactured gas, com- 
bined electric light and power and elec- 
tric railway, and electric railway groups 
were affected most severely, and the 
other public utility services to a less 
degree. 

Commodity prices reached their peak 
during the inflation period of 1920; 
wages increased; material costs, espe- 
cially, rose to exceptional heights. Faced 
with rapidly increasing operating costs, 
the utilities could not adjust rates to 
higher levels to keep pace with inflated 
prices. Earnings declined, their credit 
suffered, and they were forced to pay 
correspondingly higher prices for funds. 

The prosperity of industrial concerns 
was also affected by their inability to 
increase prices proportionately and si- 
multaneously with rising costs of pro- 
duction. Since the industrials were not 
analyzed as were the utilities, it is diffi- 
cult to determine from the data here pre- 
sented the extent to which increasing 
costs influenced their credit position. Ad- 
ditional information, such as data on 
profits, dividends, and amounts set aside 
to or appropriated from depreciation re- 
serve and surplus accounts, is needed be- 
fore more than a tentative conclusion 
can be reached. However, the results of 
this study suggest that industrial con- 
cerns are better able to meet rising costs 
of production by price increases to con- 
sumers of their product than most public 
utility companies which are limited not 
only by economic factors but also, at 
least temporarily, by regulatory restric- 
tions on rate increases; on the other 
hand, such regulatory adjustments may 
also tend to lag behind falling production 
costs. These tendencies are emphasized 
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by the use of absolute differences in yield 
(Chart I, Figure 1) instead of ratios of 
public utility yields to municipal yields 
(Figure 2). 

The electric light and power industry 
started the period as the most risky and 
ended among the least risky, while the 
electric railways began with least risk 
but closed among the highest. The tele- 
phone and telegraph group started low 
and ended lowest, but increased in risk 
above the electric light and power indus- 
try during the first half of 1920. 

1921-1929. After enjoying the greatest 
freedom from risk since pre-war days in 
the third quarter of 1921, the steam rail- 
roads again began to lose ground and 
reached the top of their present cycle of 
comparatively high risk in 1923 and 
almost duplicated it in 1925. The sub- 
sequent improvement has been fairly 
steady, with a temporary halt in 1928 
followed by a sharp renewal in trend 
toward improvement in 1929. 

In 1921 the industrials exhibited the 
same tendency toward improvement as 
the steam railroads, but to a less extent. 
They also increased in risk during 1922- 
1925, began to improve their condition 
in the latter half of 1925, lost ground dur- 
ing 1927-1928, but attained the best po- 
sition in 20 years in the third quarter of 
1929. 

If the large increased risk shown by 
the all-utility group average during the 
period from 1918 to 1925 is removed, it 
may be said that in the latter year the 
public utilities renewed the tendency 
toward improvement which was inter- 
rupted by these seven war- and post-war 
years. While the average of all utilities 
almost reached the level of the indus- 
trials in the third quarter of 1925, they 
did not drop below until almost two 
years later.’ However, an average of the 


SElectric light and power, electric light and power 
and gas, and gas. See Table IV for averages. 
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three electric light and power groups, 
not shown on the charts, dropped below 
the risk level of the industrials in the 
third quarter of 1924, and these indus- 
tries have maintained their relatively 
improved position to date. 

The outstanding characteristic of this 
period for the public utility groups is the 
definite trend toward improvement from 
1922 to the present time, with the not- 
able exception of the electric railway 
industry since 1925. In the first part of 
the period (1921-1925) a widening in the 
range in risk was apparent between the 
lowest and the highest group of utilities 
compared with the pre-war period; but, 
excepting the electric railways, the tend- 
ency for this range to narrow has been 
accentuated considerably in recent years. 

The mixed group of electric light and 
power and electric railways behaved 
more like the electricity and gas groups 
than it did like the electric railways, 
thus suggesting that electric railway 
service is becoming a less important part 
of the total business of companies in this 
group. Almost no shift in the relative 
position of the gas, electric light and 
power and gas, and electric light and 
power groups was noticeable during this 
period. 

The telephone and telegraph industry 
improved more than the electric light 
and power group during the latter half of 
1921 and most of 1922, but thereafter 
the two industries maintained a re- 
markably parallel course until 1928 
when the electric light and power group 
made substantial progress, but was again 
tied by the telephone and telegraph i in- 
dustry in 1929. 

These two industries are rapidly ap- 
proaching the enviable risk level of the 
steam railroads, perhaps because the in- 
dustries are growing older, and more 
integrated; their services constantly in- 
creasing in extent and importance; the 
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companies becoming larger and stronger 
financially; or prospects for the future 
appearing brighter. Whatever the causes, 
their bonds are increasing in favor with 
investors. 


Business Cycle Influences 


The period from 1921 to 1929 should 
offer some evidence of the influence of 
cyclical variation in general business 
conditions on the credit position of the 
groups studied. The industrials would 
ordinarily be expected to show greater 
sensitivity to cyclical variations in gen- 
eral business than the steam railroads or 
other public utility industries. 

If a smooth trend line from 1921 to 
1929 is drawn through the curve repre- 
senting the industrials, the variations in 
their credit position will be observed to 
coincide, though lagging somewhat, with 
fluctuations in general business activity; 
to be more precise, risk as reflected in the 
highest grade industrial bond issues was 
greatest during the depression of 1921, 
somewhat less during that of 1924, and 
still less during the dip of 1927. The 
upswings of the business cycle in 1923- 
1924, 1925-1926, and 1929 are reflected in 
the decline in amount of industrial risk. 

If trend lines are now fitted to the 
curves representing all utilities, and even 


the strongest companies in the electric 
light and power and telephone and tele- 
graph industries, it will be seen that 
these preferred industries also follow 
the up-and-down swings of the business 
cycle apparent in the industrials and in 
general business. 


Summary 


The long-term credit position of the 
public utility industries, with the excep- 
tion of the electric railways and the 
steam railroads, has improved some- 
what over the past 20 years. This is 
the outstanding tendency for which a 
quantitative measurement is here of- 
fered. At the same time the anal- 
ysis leaves the definite impression that 
short-time influences also have a no- 
ticeable effect upon the credit position 
of these industries. The causal inter- 
pretation of these tendencies for utilities 
as a group and for separate utility groups 
compared with one another is left to the 
reader. Whether regulation aids or 
hampers these industries in minimizing 
credit risks at different stages in the busi- 
ness cycle is a question involving many 
complications. One can only suggest 
that the above data reveal the strength 
of economic forces. 
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JOINT OPERATION OF MUNICIPAL UTILITIES 
IN WISCONSIN“ 


By E. ORTH MALOTT 


The previous installment of this arti- 
cle, after setting forth the facts as to the 
extent of joint operation of municipally 
owned utilities in Wisconsin and their 
distribution according to type of station 
and population group, followed the same 
classification in the analysis of plant and 
property value among the various joint 
utilities concerned. These latter data 
are summarized in Table V. It remains, 
TasLeE V. PERCENTAGE DistTRIBUTION OF PLANT AND 


Property VALUE BY TYPE OF STATION AND 
PopuLaTION Groups FOR SELECTED YEARS. 








1916 | 1919 | 1922 


| Igil 





100.0 
38.2 | 227 
F5.2 | F374 
11.4 | 6.2 
35-2 | 57-7 
1C0.0 |1CO.0 
FEA | 15.3 
37-2 | 28.9 
17.5 | 18.1 | 16.5 
12.6 | 12.4 | 15.5 
Peel 76 | 82 
13.6 | 13.3 | 19.6 


100.0 
50.5 
14.6 
12.6 


Torat: All Types |100.0 100.0 
Steam | 71.4 
FINOLOn otis gneisses | REG 
Gas and Oi] 
Purchasing | got | 22.3 
Tora: All Groups}1co.0 |100.0 
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therefore, to consider the joint operating 
revenues and their distribution among 
the separate types of utilities repre- 
sented. 


Foint Utility Operating Revenues 


Table VI gives the percentage distrib- 
ution of all operating revenues of each 
type of plant among the electric, water 
and other utilities in the group of that 
type of plant. The striking point in the 
table is the relatively small proportion 
of total operating revenues of each type 


*See 6 Fournal of Land & Public Utility Economics 
196-203 (May, 1930). Table and footnote numbers 
follow consecutively in the current article. 


of station which is derived from the 
water utility. Taken alone this point 
might not be so important because 
many variables may cause the dispro- 
portion. But, when related to the per- 
centage of joint operation (Table I) and 
the distribution of plant and property 
values (Table III), the distribution of 
revenues becomes more significant. 

With about 70% of the municipal 
plants having jointly operated water 
utilities in the earlier years of the period 
studied, the water utility was credited 
with nearly half of the total plant and 
property value. Yet operating revenues 
from the water service in 1911 were only 
28.6% of the total operating revenues 
and the electric service supplied 70.5%. 
Again in 1926, 86.2% of the municipal 
electric plants also rendered water serv- 
ice and the percentage of total property 
and plant had fallen to 46.7% for water, 
while the electric utility had 50.9%.” 
Yet the total operating revenues are 
secured 78.8% from electric service and 
only 18.2% from water service. Stating 
the situation in other words, the average 
capital turnover of the water utilities is 
considerably less than that of the electric 
utilities and became less between the 
earlier period and 1926. This statement 
is made without regard for the pos- 
sibility that the water utility may be 
subsidized by the joint electric utility. 
The validity of such an assumption will 
be discussed presently. 

Analysis of joint utility operating 
revenues by population groups shows 


12 The remainder of 2.4% of total property value is 
represented by common and “other” joint utility 


property. 
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only a small portion (4.3% in 1926) of 
the revenues of the smallest population 
group to be derived from the water 


TasLe VI. PercentaGe DistrRIBUTION OF TOTAL 
Joint Utitity OperatinG REvENvES BY KinD 
or Urtitiry Service For Type or StaTION 
For SELeEcTED YEARS 














Percentage Distribution of Total Joint 
Utility Operating Revenues 
Type of From From From Other 
Station Electric Water Utility Total 
and Year Service Service Service Revenues 

All Types 

I9II 70.5 28.6 9 100.0 

1916 75:0 23-5 1.5 100.0 

1919 74.0 24.0 2.0 100.0 

1922 78.0 18.7 3-3 100.0 

1926 78.8 18.2 3-0 100.0 
Steam 

1911 71.8 27.1 1.1 100.0 

1916 73-0 24.8 2.2 100.0 

1919 71.9 24.4 3-7 100.0 

1922 76.2 22.0 1.8 100.0 

1926 74-7 22.7 2.6 100.0 
Hydro 

1911 67.1 32.9 100.0 

1916 72.7 27-3 aes 100.0 

1919 76.9 23.1 sae 100.0 

1922 OI. 8.9 ams ‘ 100.0 

1926 91.3 8.7 100.0 
Gas and Oil 

IQKr 34-6 65.4 coos 100.0 

1916 89.1 10.9 ary 100.0 

1919 79.0 21.0 fs are 100.0 

1922 74-9 25.1 tance 100.0 

1926 72. 27-2 ese 100.0 
Purchasing 

I9II 72.0 28.0 eer 100.0 

1916 84.2 15.8 alee 100.0 

1916 75-7 24.3 eek 100.0 

1922 75-5 18.8 5-7 100.0 

1926 77-0 18.7 4-3 100.0 

















utility (Table VII). This confirms the 
analysis of the plant and property 
account (Table IV). The 500 to 1,000 
population group has a larger relative 
amount (14.2% in 1926) of revenues 
derived from the water utility service 
but still less than that of the four larger 
groups. The water revenues of the 
larger groups range between 18.2% to 
19.3% of total operating revenues. In 
all population groups the proportion of 
total operating revenues derived from 
the electric service has shown a tendency 
to increase over a period of years, while 
the proportion obtained from the water 
service has shown a corresponding tend- 
ency to decrease. One probable ex- 
planation is the greater development of 


electric load which is more susceptible of 
expansion than the water load. 

Table VIII presents the ratio of operat- 
ing revenues to the corresponding plant 
and property account. In 1926 the ratio 
of all operating revenues derived from 
all water utilities was 11% of the total 
value of the property allocated to the wa- 
ter utility. Neglecting assets other than 
plant and property the capital turnover 
of the water utilities as a group was 
accomplished once every nine years. 
TasLe VII. PercentaGe Distrisution oF Toray 

Joint Uririry Operatinc REVENUES BY 


Kinp or Utitity Service For Poputa- 
TION Groups For SELECTED YEARS 














Percentage Distribution of Total Joint 
Pegeietion Utility Operating Revenues 
roup 
and Year From From From Other 
Electric Water Utility Total 
Service Service Service Revenues 
Under 500 
191! 72.6 27-3 100.0 
1916 90.0 9.1 ee 100.0 
1919 96.5 3-5 sales 100.0 
1922 90.5 9-5 ° 100.0 
1926 95-7 4:3 100.0 
500- 1000 
Igtt 79-1 16.8 4.1 100.0 
1916 80.2 18.8 1.0 100.0 
1919 85.0 15.0 eeae 100.0 
1922 86.1 13-9 ae 100.0 
1926 85.8 14.2 eer 100.0 
IO0I-1500 
IQII 67.2 32.8 me 100.0 
1916 75-2 24.8 SP 100.0 
1919 76.2 23.8 ote 100.0 
1922 79-7 18.7 1.6 100.0 
1926 80.0 18.2 1.8 100.0 
1501-2000 
IQII 73-0 27.0 ane 100.0 
1916 79.0 21.0 ia ous 100.0 
1919 78.5 21.5 aieiee 100.0 
1922 80.7 19.3 eee : 100.0 
1926 81.8 18.2 rere 100.0 
2001-3000 
I9II 72.7 27-3 100.0 
1916 73-6 26.4 eens 100.0 
1919 71-7 25-3 3.0 100.0 
1922 80.3 19.7 er 100.0 
1926 80.9 19.1 100.0 
Over 3000 
IQII 66.2 32.9 9 100.0 
1916 72.1 24-7 3-2 100.0 
1919 69.6 27.1 S34 100.0 
1922 75-1 19.4 5-5 100.0 
1926 75-8 19.3 4-9 100.0 

















A similar ratio for the whole group of 
electric utilities gave 43.2% and, again 
neglecting other assets, the capital turn- 
over would be completed about once 
every 2% years. For the combined 
utilities, the ratio of revenues to property 
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JOINT OPERATION OF MUNICIPAL UTILITIES 


was 28% with a capital turnover every 
three years and seven months, the water 
revenues pulling down the average for 
the combined utilities. The “other utili- 
ties” have a ratio of operating revenues 
to plant account of 37.9% but this group 
is mixed and not subject to analysis. 
Taste VIII. Ratio or Operatinc REVENUES TO 
CoRRESPONDING PLANT AND Property Ac- 


COUNT BY TyPE OF STATION For SELECTED 
YEARS 








Percentage Ratio of Operating Revenues 
to Plant Account: Kind of Utility 


Other 
Utility 


Type of 
Station 
and Year 





Electric Water Total 





All Types 
1911 . 13-7 bs 
1916 11.7 236.6 
1919 13.0 112.7 
1922 12.0 45-3 
1926 11.0 37-9 


23.8 
24.3 
25.0 
28.6 
28.0 


Steam 
191! 
1916 
1919 
1922 
1926 


24.5 
25-9 
25.1 
27.8 
25-5 


13-5 * 
12.4 236.6 
12.6 112.7 
12.8 122.4 
12.7 34-9 


Hydro 
19II 
1916 
1919 
1922 
1926 


Gas and Oil 
19II 
1916 
1919 
1922 
1926 


18.3 
17.7 
22.2 
25.0 
28.9 


12.0 
I 
16.5 
8.2 
9.6 


® ener * 

28.9 
22.3 
21.4 
17.2 


11.7 
15.6 


Purchasing 
1911 
1916 
1919 
1922 
1926 


22.8 
25-7 
27-7 
30.9 

















*Incomplete reports. 


Steam and hydro plants each have a 
ratio of operating revenues to property 
account of about 36% for the electric 
utility in 1926. But for the water 
utility the steam plant group has a 
ratio of 12.7% and the hydro plant 
group a ratio of only 9.6%. 

The oil plant had 21.9% as a ratio of 
revenues to property for the electric 
utility. The low ratio is partially be- 


18 By costs is meant“‘book cost.”” The municipality 
seems concerned only in making water revenues balance 
book costs. These book costs vary and may include 
depreciation, interest and taxes but probably would not 
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cause the rates are low and probably 
also because the power load has not 
been cultivated. For this plant the 
water utility had a “turnover” of 11.9%. 

Purchasing plants show a high ratio 
of operating revenues to property and 
the ratio has continually increased from 
38.7% in Ig11 to 52.1% in 1926. The 
reason for the high ratio is the compara- 
tively small plant and property invest- 
ment necessary. The water utilities 
jointly operated by purchasing plants 
had a ratio of 10.4% in 1926 which is 
somewhat below the average of all water 
utilities. 

The fact that the turnover of the 
joint water utility is so low in each case 
as compared with the turnover of the 
joint electric utility supports but does 
not conclusively prove, of course, that 
the water plants are financially aided by 
their connection with the electric plants. 


Summary of Foint Utility Operating 
Revenues 

No special study was made of the 
water utility operating expenses but 
numerous examinations of joint water 
utility income accounts seem to in- 
dicate that the water utility is frequently 
operated practically at cost. Since the 
water revenues are so low the doubt 
arises as to whether they are really 
sufficient to cover all costs of operation 
or whether the sufficiency is a result of 
shifting a portion of the costs to the 
joint electric utility through the faulty 
allocation of joint-cost expenses. The 
use of the electric utility steam power, or 
electric power, for pumping water has 
in the past not always been paid for 
even through bookkeeping entries. The 
Commission usually insisted upon some 
include the return on equity. An attempt would be 
made to cover whatever is decided as a book cost of the 
water utility. Where, for example, bonds have been 


issued as “‘water and light bonds” without a separation 
of the principal, the interest may or may not be shared. 
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payment whenever such a situation was 
noticed. The earnings of one electric 
utility were even being used to finance 
the water utility." Deficits have oc- 
casionally been incurred by the water 
utility to the disadvantage of the joint 
plant surplus. 

Capital turnover is naturally affected 
by the rate level, as shown by the oil 
plant in 1926. Then, too, the other as- 
sets, when added to the plant and 
property account, would tend to reduce 
the ratio of operating revenues to as- 
sets. Since assets other than plant and 
property are so small compared to the 
property account, the decrease of the 
computed turnover would be small. But 
allowing for both of these qualifications, 
the ratios of operating revenues to 
property account (Table VIII) show a 
good position for the municipal electric 
plants which are, after all, only small 
plants and not comparable with large 
plants. The municipal water plants 
seem, however, not to be in as good a 
position as the electric plants and may 
even be subsidized to a greater or lesser 
degree by the joint electric utility. 

From the results disclosed by this 
study, the joint operating of municipal 
electric and water utilities appears to 
have been financially more beneficial to 
the water utility than to the electric 
utility. That is, the water utility has 
often been subsidized to a greater or less 
degree and in various ways by the com- 


4 The Common Council of Manitowoc resolved on 
April 28, 1923, “that the local utilities Commission be 
and it is hereby directed and authorized to pay into the 
general fund of the city of Manitowoc $25,000.00 of its 
unappropriated available cash profits as a return on the 
city’s investment in the municipal light and water 
plant.” Although only 58% of the city’s investment 
was in the electric plant, the $25,000.00 was appropri- 
ated wholly from the electric income as was also an ap- 
propriation of $25,000.00 in 1922 and of $66,793.65 in 
1921. The explanation given to the Railroad Commis- 
sion of Wisconsin for the inequality was that “up to 
a year ago there was very little available for an ap- 
propriation of this nature in the water department. We 
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panion electric utility. The starting 
point for further research is suggested by 
the questions which arise in this con- 
nection. To what extent is municipal 
ownership of the water utility accom- 
panied by some form of subsidy?5 
Would water utilities under private 
ownership of necessity require higher 
rates than under public ownership with 
its possibility of subsidy? One is also 
curious about the effect upon rate 
schedules of the sale to private interests 
of municipal electric plants which were 
jointly operated with water plants. 

So much energy has been devoted to 
studies of municipal electric utilities that 
the often accompanying municipal water 
utility seems to have been overlooked. 
Yet undoubtedly the presence of the 
joint water utility has had a definite 
influence upon the electric utility, per- 
haps causing a general increase of elec- 
tric utility costs. The neglect of the 
study of municipal ownership and opera- 
tion of water utilities is frequently ex- 
cused by the statement that social 
necessity, and not economic factors, has 
been the controlling force in the de- 
velopment and operation of the water 
utility. Yet, in view of the situation in- 
dicated in Wisconsin and in view of the 
movement of some classes of municipal 
water plants toward private ownership, 
a further study of this complex problem 
would be desirable. 


are now trying to conserve our cash resources of said 
department to re-invest in plant extensions and prob- 
ably for a new lake intake, as we have not used tax 
appropriations to pay for improvements, all of which 
have been paid out of the earnings of the plants since 
their acquisition.” (77, Manitowoc 1924.) The reader 
is referred for other instances of the failure equitably 
to apportion operating expenses to Chapter 6 of the 
writer’s monograph, supra n. 8. 


45On the other hand, it may be said that the munici- 
pal hydro-electric system of Los Angeles is subsidized 
by the municipal water department. Part of the hydro- 
electric production is incidental to securing a water 


supply. 
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SUMMARIES OF RESEARCH 
PUBLIC UTILITY FINANCING, THROUGH MAY, 1930 


N recent months business and finan- 1. There has been a pronounced re- 
cial conditions have been generally covery in the amount of public 
unsettled and dreary; timidity has utility financing during 1930. 


been the prevailing attitude. This state , 
of mind one expects to find registered 
sharply in the financial markets, which 
began the new year with vivid impres- 
sions of last autumn’s difficulties, and 
especially in utility financing, since 3: 
utilities are increasingly regarded as mir- 
rors of business conditions. But, actu- ’ 
ally, utility financing has not altogether stock rights and sales to stock- 
borne out these expectations. holders. 

A few of the significant character- 4. The price of public utility debt 


Utility financing has comprised a 
larger portion of the total corporate 
financing to date this year than in 
any previous calendar year. 


Stocks increased in favor as in- 
struments of finance; most of the 
stock financing was done through 











istics of recent public utility activity in capital evidences a downward tend- 

the capital markets may be summarized: ency, with holding companies 
Taste I. InpEx Numser or VotumME or Pustic Uriuiry Financine, 1919-1930* 

191g | 1920 | 1921 | 1922 | 1923 | 1924 | 1925 | 1926 | 1927 | 1928 | 1929 } 1930 

By Months 
a ee 100 67 55 46} 122] 112] 199] 173] 259] 176] 169] 412 
February. ......000%. 48 28 25 47 66 89 | 172] 125] 314] 220] 248] 144 
a eee 25 27 25 43 94 78 144 115 158 190 | 268 191 
PTI 5 ss) «case sars-a:n'a 5 38 25 50 64 | 112 69 | 182} 165] 318] 107] I10 
BO h 6 GaGa vnseree 15 38 35 150 66} 233 103 | 230] 214] 203] 287] 506 
BUR 5.6446 risa ven 26 20 9 96 g2] 122] 118] 181 I90'| QI7 | to9 | ...: 
MAW oi Secec Go alas ais 4! 25 115 44 21 104 90] 177 97 48 | 276 
URINE is acsr5 5 aN 20 II mie 22 40 62 93 58 92 82 94 
September.......... 54 44 34| 147 34 77,| 110 38 | 168] 169] 319 
ROGEDDER 66s eeaeas 24 33 33 i $9 | 112 92 | 123] 261 180 86 
November.......... 8 21 119 43 | 161 69 | 102] 136] 212] 127 22 
December.......... 20 63 53 $4 | 135] WII 153 | 114] 433 | 167] 126 

By Quarters 
Ist quarter......... 100 71 61 80} 164] 162] 299] 240] 424] 340] 398] 297 
2nd quarter......... a7 56 41 172 | 129] 271 168 | 344] 295 | 487] 292 : 
ord:quarter........«. 67 47 | 105] 123 55 | 141 | 170] 159] 207] 178] 400 
4th quarter......... 30 68 11g IOI 206 169 | 201 217 | 528] 275 99 

GR OMIB 605 cs ceca 10oo | 107] 145] 212] 246] 330] 373] 427] 647] 570 | 528 









































*Volume for January, 1919; first_ quarter, 1919; and year 1919 used as a basis for computing index numbers for months, 
qugrtase, ene years respectively. Compiled from the monthly record of new capital flotations of the Commercial and Finan- 
cw ronicle. 

In connection with these volume figures of public utility financing it should be noted, that: 

1. Allindustrial types of utilities (except steam railroads) are included. 

2. Foreign companies offering securities in the United States are included. 

3- The volume figures through 1929 are the Chronicle figures before the revision made in January, 1930. Beginning this year the 
Chronicle separates “Investment Trust, Trading and Holding Companies (not Primarily Controlling). Prior to this time such 
issues had been included partly in the “Public Utility’’ total and partly in the “Miscellaneous” group. The Chronicle, at the same 
time, revised its totals of public utility financing for the corresponding month of the five preceding years. We have here used the 
unrevised figures prior to 1930. : : 

It might be suggested that the volume figures for 1930 are not comparable with those of the preceding years. One practical dif- 
ficulty precludes the possibility of revising the total before 1929 to agree with 1930. That difficulty is the fact that the Chronicle 
figures for the previous five years only are revised, and this revision is made monthly. The only sompeees which could be attempted 
at present would be to make the January and February totals for 1926 through 1930 comparable, but they would then not be com- 
parable with other months in the same years, nor with earlier years. ; 

In the analysis of these utility financing figures the foreign issues have been eliminated. What appear to be non-controlling in- 
vestment companies have also been excluded; holding and operating company issues have been segregated (Table V). 
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improving their position more rap- 
idly than operating companies. 

Volume of New Issues. The first five 
months of 1930 witnessed a great in- 
crease in public utility financing, in 
marked contrast to the lethargic condi- 
tion which followed the market crash of 
last October (Table I). Utility issues 
totaled $279,640,000 during the last 
quarter of 1929, making a monthly 
average of $93,210,000. From January 
through May, 1930, utility securities to 
the amount of $1,628,188,761 were is- 
_sued. The average per month so far for 
1930 is therefore $325,638,000, almost 
3% times the monthly average for the 
last quarter of 1929. 

Several new records for the volume of 
public utility financing have been re- 
cently established. Last year, for ex- 
ample, more financing was done during 
the first nine months than in the cor- 
responding period in any other year.! 
Now, in 1930, two new volume records 
have been set up: (1) a new record for 
the volume of securities issued during 
the first five months of any year; and (2) 
a new monthly record of financing. In 
May $604,500,000 of utility securities 
were put on the market. This surpasses 
the previous high month, December, 
1927 ($517,412,000) by $87,100,000. 
Table II indicates that the monthly 
average for the first five months of 1930 
is significantly above the corresponding 
figure for any previous year. 

This increased volume of financing is 
not prima facie evidence that most pub- 
lic utility companies are finding it desir- 
able to raise capital at this time. A few 
large issues may swell the total volume 
of financing without any generally in- 
creased activity on the part of most 
companies. For example, elimination of 


“Utilities in Recent Financial Markets”, 6 Journal 
of Land & Public Utility Economics 18-25 (February, 
1930). 
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the $235,000,000 American Telephone 
and Telegraph stock issue and the $120,- 
000,000 Cities Service debenture issue 
reduces the May total of utility financing 
from $604,500,000 to $249,500,000. In 
order to get a volume figure more repre- 
sentative of general financing activity in 
the industry, such exceptionally large 
issues should be eliminated. The volume 
index numbers thus corrected are shown 


in Column B of Table II. 


AveERAGE MonTHLy INDEx NuMBER OF 
Pusiic Urtizity FINANCING: 
January—May 


Taste II. 
VOLUME OF 


(JANUARY, I919=I00) 








Issues Over 

$50,000,000 

‘liminated 
B 


All Issues 
(A) 


39 39 
40 40 
33 33 
67 67 
82 82 
125 117 
137 108 
165 128 
222 185 
221 197 
216 150 
273 188 














Utility and Corporate Financing. In 
general the utilities have recovered in 
financing activity more rapidly than 
have other industries. Asa result, public 
utility financing is more significant in 
the total of corporate financing for the 
present period than for any year to date, 
as shown by the following figures: 


1919 
BORG sc eros eu seererereuer neues 16. 


Ist quarter 
Ist § months 
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Almost % of the corporate financ- 
ing done during the first five months of 
1930 was done by utility companies. 
Public utilities were relatively more 
important in the corporate financial 
markets in 1927 than in any other year 
of financing. During 1928 and 1929 they 
declined noticeably from their high posi- 
tion of the preceding year. The figures 
to date for 1930 suggest the possibility 
of a reversal of this tendency. 

Type of Issue. Stock financing for the 
first few months of 1930 was of com- 
parative insignificance. There was, how- 
ever, a noticeable increase in importance 
during the period. In January of this 
year somewhat over ¥% of the financing 
took the form of stock; in May over % 
consisted of stock issues (Table III). 
TaBLe II]. PercentaGe or Stock, Lonc-TERM Dest, 


AND SHort-TERM Dest 1n Pusuic UTILITY 
FINANCING,* 1919-1930. 
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*Computed from summary of government and corporate 
financing, Commercial and Financial Chronicle. 


This increase in the proportion of stock 
issues is still further emphasized, if it 
be noted that about % of the first three 
months’ financing was by means of 
stock, while over % of the five months’ 
total took this form. At that, stock 
issues are not nearly as important as 
they were last year, when over 60% of 


the financing for the first three quarters 
was done by stock issues. 

Type of Market. It may be of interest 
to note in passing a single characteristic 
of this stock financing, namely, the type 
of market in which the securities were 
sold. Was the stock distributed by 
bankers in the general investment mar- 
ket, or was an attempt made to dispose 
of the securities to stockholders by 
granting rights to subscribe at a figure 
below the market price? Table IV pre- 
sents the percentage of the number and 
the percentage of the volume of stock 
issues disposed of through stock rights. 


TaBLe IV. Stock Issues DisposeED oF THROUGH 
Stock Ricuts. 








; Percentage of | Percentage of 
Period NumberofStock|Volume of Stock 
Issues Issues 





1929 38.0 72. 


Ist quarter....... 32.0 61. 
2nd quarter aa08 Coe 
3rd quarter 45.2 86. 
Ist 3 quarters*... 36.7 71. 
4th quarter....... 45.5 80. 


1930 
Ist quarter 38.9 78. 
Ist 5 months 45.0 82.2 











*A comparison of these tendencies before and after the 
market difficulty of last October shows that during the pre- 
crash period (first nine months of 1929) 36.7% of the num- 
ber of stock issues and 71.6 % of the volume of stock financ- 
ing used stock rights. Post-crash figures are shown above, 
beginning with the 4th quarter, 1929. 


These percentages seem to indicate: 

1. That larger issues primarily are 
sold by means of stock rights (shown by 
the excess of the volume over the num- 
ber percentages). In other words, more 
financing is done by sales to stockholders 
than the number of issues thus sold 
would indicate. Generalization as to the 
size of stock issues in relation to the 
tendency to use stock rights is rendered 
difficult because of the presence of very 
large issues. With the inclusion of the 
$235,000,000 telephone issue, 82.2% of 
the stock financing done in the first five 
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months of 1930 was by means of sales to 
stockholders. Only 68.5% of the re- 
mainder of the financing, excluding this 
one issue, was done in this way. The 
excess of the volume figures over the 
number figures indicates, but does not 
explain or characterize in detail, a 
tendency in financing. 

2. That the general tendency during 
the last year and a half has been to do 
most stock financing through stock- 
holders’ rights. This tendency appears 
to be somewhat more noticeable in 1930 
than last year. However, the change is 
so small and the volume figures qualified 
so much by large issues that a general 
statement is impossible. A more ac- 
curate characterization of the move- 
ment and the development of principles 
guiding the policy of stock financing de- 
pends upon a more extensive analysis 
over a longer period and a more elabo- 
rate and detailed survey of particular 
instances of financing. 


Price of Debt Capital. There is ap- 
parent a general downward drift in the 
price of public utility debt capital 


(Table V). Thus, the average price per 
dollar of debt financing during the first 
five months of 1930 (5.34%) is slightly 
lower than that for 1929 (5.35%), while 
the average price per issue (5.66% for 
1930 to date) is noticeably below last 
year’s figure (5.95%). There is also a 
general decline from the earlier to the 
later months of the current year. The 
yield per issue, for example, has declined 
from 5.83% in February to 5.51% in 
May. Without explaining the compli- 
cated causal factors, one may note in 
passing that, with the decline of the 


2The per-dollar average yield is affected noticeably 
by very large issues. It is often not representative of 
conditions generally in the financial markets. 


TasBLe V. WEIGHTED AND SIMPLE AVERAGE YIELD 
AT OFFERING Price or New Issues or Dest 
Os.icaTions oF Pusuic Utizities, By HoLpInG 
AND OPERATING Company Groups.* 
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*Computed for issues shown in monthly record of new 
financing in Commercial and Financial Chronicle. Becaue of the 
additional information desired for this study, some issues in- 
cluded in previous surveys had to be omitted here because of 
insufficient information. 


price of debt capital, this type of financ- 
ing, as a proportion of the total volume, 
has likewise declined. 

Recently holding companies have im- 
proved their position with regard to the 
raising of debt capital more rapidly than 
have the operating companies, if the 
average yield per-issue be taken as an 
indicator. During the third quarter of 
last year holding companies paid on the 
average 1.03% more than did operating 
companies (using the per-issue average 
yield on debt financing).? This differ- 
ential was reduced to .89% for the fourth 


_quarter of that year; the yearly differ- 


ential in favor of operating companies 
was .52%. The improvement continued 
in the current year with the differential 
reduced to .32% for the first quarter 
financing, and to .29% for financing done 
during the first five months. 

Roy L. Rererson. 








v. New England Aircraft Company., 

et al., recently decided by the 
Supreme Court of Massachusetts with 
opinion by Mr. Chief Justice Rugg, is an 
opinion of international importance; let 
us say rather, it might have been. In it 
four questions were submitted to a court 
of last resort for the first time in the 
United States, with a chance for a clear 
answer and decision: 

(1) Does a landowner have private 
ownership in the airspace above his land; 

(2) Does an airplane commit trespass, 
by flight alone, in passing over private 
property; 

(3) May this trespass be enjoined; 

(4) May Congress or state legislatures 
create a right of flight over privately 
owned property? 

Unfortunately for the aviation in- 
dustry and for the many interested 
property owners, particularly those ad- 
joining airports, the court, it seems, 
overlooked the opportunity to give a 
clear-cut answer to these questions. Un- 
fortunately also for both aviation inter- 
ests and property owners, flat state- 
ments are made in the opinions which 


/ \HE case of Harry Worcester Smith 


are equally disturbing to both. We . 


quote two of these statements: 


1. “The act of Congress and the statutes 
of this Commonwealth, by plain implication, 
if not by express terms, not only recognize 
the existence of air navigation, but authorize 
the flying of aircraft over privately owned 
land.” (Italics ours). 

2. “The combination of all these factors 
(the facts of the case) seems to us under 





1170 N. E, 385 (1930). 


COMMENTS ON LEGISLATION AND 
COURT DECISIONS 


THE CASE OF SMITH v. NEW ENGLAND AIRCRAFT 
COMPANY’ 


settled principles of law, after making every 
reasonable legal concession to air navigation 
as commonly understood and as established 
under the statutes and regulations here dis- 
closed, ¢o constitute trespass to the land of the 

laintiffs so far as concerns the take-offs and 
andings at low altitudes and flights thus 
made over the land of the plaintiffs at alti- 
tudes as low as one hundred feet. Air naviga- 
tion, important as it is, cannot rightly levy toll 
upon the legal rights of others for its success- 
ful prosecution.” (Italics ours). 


To understand thoroughly this re- 
markable decision, the facts, the con- 
tentions of the respective parties, and a 
complete analysis of the opinion are 
essential. 


The Facts 
The plaintiffs, Mr. and Mrs. Harry 


Worcester Smith, for many years owned 
an estate of about 270 acres, known as 
“Lordvale,” located in Grafton. It had 
been used as a country estate and home 
since 1893. The improvements consisted 
of a residence, two smaller houses, a 
garage, and other structures, such as 
stables and kennels. Except for lawn, 
garden and open spaces near the home, 
substantially the entire tract was cov- 
ered with dense brush and woods. It 
was used purely for residence and not 
for farming. 

The airport, consisting of about 92 
acres, acquired in 1927, adjoined the 
plaintiffs’ land. At its nearest point, the 
field was 3,000 feet from the residence. 
It had been improved with runways, 
etc., at a cost of approximately $100,000. 
The New England Aircraft Company 
was the lessee of the field, owned by 
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Worcester Airport, Incorporated. The 
other defendants were individuals who 
owned planes located on the field. 

The New England Aircraft Company 
sold planes; stored them and serviced 
them; operated passenger planes both in 
interstate and intrastate commerce; and 
also took passengers up for short sight- 
seeing flights. The evidence showed that 
the defendants had made approximately 
400 flights during May, June and July 
of 1928. 

The plaintiffs’ petition alleged that 
operation by the defendants of the air- 
planes constituted a nuisance by reason 
of the “loud, penetrating, piercing, un- 
pleasant and incessant noise” and by 
reason of “unnecessarily and unreason- 
ably disturbing plaintiffs inthe peaceful 
and quiet enjoyment of their estate.” 
The petition also stated that the defen- 
dants continually flew over the land, 
estate, and buildings ‘‘at such a height 
and in such a manner as to constitute a 
trespass.” The defendants, by their 
answer, in effect admitted the flights but 
denied the nuisance and the trespass. 

The case was referred by the trial 
court to a master, who took voluminous 
evidence and filed his finding of facts, 
to which there were no exceptions by 
either party. 

The finding of the master, that the 
flights of the defendants’ planes did not 
in fact constitute a nuisance, disposed 
of that feature of the case. 

With respect to the trespass, however, 
the master reported as follows: 


“There is no evidence in this case that the 
defendants or any of them have conducted 
themselves in an unlawful or unreasonable 
manner, unless those defendants who have 
flown airplanes from Whittall Field over the 
poset premises in the manner which I 

ave described herein, have, by so doing, 
committed acts of trespass . . . Whether a 
flight of an air-plane through the air column 
surmounting the domains of a landowner is 
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an act of trespass would appear to be a ques- 
tion of law. Its determination I reserve for 
the courts.” 


Both the plaintiffs and the defendants 
moved for a confirmation of the master’s 
report, the plaintiffs asking that the 
court enter a decree enjoining the tres- 
pass, and the defendants asking that the 
court enter a decree dismissing the bill. 
The trial court confirmed the report and 
dismissed the bill. Therefore, the appeal 
to the Supreme Court submitted to that 
court only the question of trespass. 


The Contentions 


With respect to this question of tres- 
pass, the plaintiffs did not contend for an 
unlimited application of the doctrine of 
cuius est solum, eius est usque ad coelum 
et ad infernos, but contended solely that 
under the evidence appearing in the 
case, i. e., that flights from an altitude 
of 100 feet to 1,000 feet had actually 
taken place, that trespass had been com- 
mitted. The plaintiffs based their con- 
tention on the grounds that such struc- 
tures as the Eiffel Tower of 1,000 feet 
and many other structures of from 600 
to 800 feet had demonstrated that the 
air was usable at least to that height; 
that the plaintiffs’ ownership of the air- 
space was at least co-extensive with the 
usable height. The plaintiffs’ position is 
well shown by this extract from the brief: 


1. “The Air Space Which is Now Used or 
May in the Future Be Used in the Develop- 
ment of the Underlying Land is the Private 
Property of the Landowner, in which he is 
entitled to the exclusive use and control. 

“There is no question but that a land- 
owner has certain exclusive rights in the air 
above the surface of his land to a certain 
height. He may walk upright; he may build 
to any heights that he can attain; he may 
erect buildings, poles, masts, etc., to any 
heights he can. Except for zoning regulations 
no one can prevent him from doing so, and 
no one else can make a use of that space. 
That air space is as much a part of the 
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private property of the owner as the land it- 
self. It is not confined to the present use 
of the land, but extends to that height to 
which it is physically possible for the land- 
owner to maintain effective control. This air 
space has always been a property right 
appurtenant to all real estate. It includes 
or should include, the air space to a height 
not only at present usable by the landowner, 
measured by the heights of various structures 
in the world today, but also to that height 
which science and the progress of civilization 
may make usable to the landowner in the 
future. 

“The situation of the land should make no 
difference in the heights to which the usable 
air space extends. That is, the air space is 
usable to the country owner as well as to the 
landowner in the heart of Manhattan; and it 
is not for the Court to speculate as to 
whether the landowner may or may not 
make use of that air space so long as he has 
the right to do so. Science may make avail- 
able the upper regions of the air to the 
country owner as well as to the city owner. 

“This right to usable air space is a vested 
right. It has been recognized in the past by 
the old Latin maxim of cuius est solum eius 
ms ne ad coelum. It is not, however, the 

ose of the plaintiffs in the present case 

ase their contention upon this maxim. 
The plaintiffs’ argument is based solely 
upon the facts found in this case by the 
master, i. €., continuous flights of the de- 
fendants between the heights of 100 and 
1,000 feet.” 


It will be seen, therefore, that the plain- 
tiff abandoned the doctrine of the maxim 
in so far as it is limitless in application. 

On the other hand, the defendants 
contended that the Latin maxim was 
not law; that its application in the de- 
cided cases was limited to structures and 
things attached to the ground; and had 
never been applied or intended to be 
applied to such heights as were involved 
in this case. Their position with respect 
to this might well be illustrated by 
quotation from their brief, appearing 
after citation of many cases with relation 
to the usgue ad coelum doctrine. 


“There are no decisions to the effect that 
it is a wrong against a landowner to inter- 
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fere with the space above his land at such a 
height that the use of the surface is not 
affected in the slightest degree.” 


The defendants also contended that, 
even though the plaintiffs might have a 
measure of private ownership in the air 
column above their land, this private 
ownership was subject to the same possi- 
bilities of limitation of use as is the 
private ownership of land. This conten- 
tion is well illustrated by quotation from 
a case, cited by defendants, as follows: 


“We think it is a settled principle, growing 
out of the nature of well ordered civil society, 
that every holder of property, however abso- 
lute and unqualified may be his title, holds it 
under the implied liability that his use of it 
may be so regulated that it shall not be in- 
jurious to the equal enjoyment of others 
having an equal right to the enjoyment of 
their property, nor injurious to the rights of 
the community.’ 


Following this theory, defendants con- 
tended that until the plaintiffs build into 
and actually possess the higher air, they 
cannot exclude navigation of the air. 
The defendants further made the point 
that public rights in airspace have been 
recognized by many authorities, such as 
the Air Convention of 1919, the laws of 
foreign countries, the United States Air 
Commerce Act of 1926, and legislative 
acts of some 40 states, including the 
Commonwealth of Massachusetts. The 
defendants therefore contended, since 
the airspace has been recognized as 
navigable, that Congress and the States 
have a right to subject private title of 
individuals to limitations and restric- 
tions, so as to preserve the right of 
navigation in the air, as well as in the 
water, etc. 

It should be added further that the 
plaintiffs contended that, if the Air 
Commerce Act of 1926 and the statutes 
of Massachusetts did in fact have the 
effect of creating the right of air navi- 
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gation over their privately owned land, 
such acts were unconstitutional as in 
violation of the Fifth Amendment to the 
Constitution of the United States and 
in violation of the Constitution of Mas- 
sachusetts. 

To this contention the defendants 
countered with the suggestion that 
Congress in the regulation of interstate 
commerce might interfere with the use 
of privately owned land, in the exercise 
of its police power and without compen- 
sation to the owner, unless the result of 
such an act would be to cut down the 
right to use the land for natural purposes 
to such an extent that it would amount 
to a taking. The defendants cited the 
cases involving federal works for the im- 
provement of navigation where private 
owner’s rights were temporarily, or 
permanently but slightly, interfered 
with. 


The Decision 


With the foregoing statement we 
may now consider intelligently the 
court’s opinion. The court, after stating 
the facts as contained in the master’s 
report and as to which there was no ex- 
ception, stated: 


“The case has been presented solely on the 
io of trespass and the nuisance resulting 
rom its continuance. No other question will 
be considered. The plaintiffs assert that the 
defendants have no right to fly their aircraft 
through the air space above their premises 
at any height and especially to fly at low 
altitudes.” 


This was not quite a correct statement. 
The plaintiffs did not contend for re- 
strictions “‘at any height.” They limited 
their contention to the facts shown in 
the master’s report. 

The court then goes on to state that it 
takes judicial notice and knowledge of 
the fact that aircraft and navigation of 
the air have become of great importance, 
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and that in the present status of the art 
it is impossible to confine flights to the 
space over existing public ways. 

The court next proceeds to point out 
that the law of Massachusetts provides 
that aircraft should not be operated 


“over any thickly settled or business district 
at an altitude of less than 3000 feet, or over 
any building or person at an altitude of less 
than 500 feet, except when necessary for the 
purpose of embarking or landing.” 


The court then added that the Air 
Commerce Act of 1926 provided that 


“navigable air space means air space above 
the minimum safe altitudes of flight pre- 
scribed by the Secretary of Commerce under 
Section 3 and such navigable air space shall 
be subject to the public right of freedom of 
interstate and foreign air navigation in con- 
formity with the requirements of this act;” 


that in the regulations promulgated 
under the act, it is provided that 
c 


‘exclusive of taking off from or landing on an 

established landing field . . . aircraft shall 
not be flown .. . except at a height suffi- 
cient to permit of a reasonably safe emer- 
gency landing . . . which in no case shall be 
less than . . . 500 feet.” 


Then comes a peculiar part of the 
opinion. The court says: 


“These statutes and regulations recognize 
the existence of navigation of the air as an 
established condition. They do not create 
such navigation. They do not authorize the 
taking of private rights to promote such 
navigation.” 


Then in the next paragraph, the court 
says: 

“The act of Congress and the statutes of 
this Commonwealth by plain implication, 
if not by express terms, not only recognize 
the existence of air navigation but authorize 
the flying of aircraft over privately owned 
land.” (Italics ours). 


The point might just as well be made 
here as anywhere. If there is a private 
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property in airspace and if the act of 
Congress does not authorize the taking 
of private property, then how can the act 
authorize che flying of aircraft through 
the privately owned airspace? The 
difficulty in answering this question, in 
relation to this opinion, is that the court 
does not in the fore part of its opinion 
expressly hold that the landowner does 
own the airspace. The court passes over 
that feature of the case by saying 


“whatever may be the precise technical 
rights of the landowner to the air space above 
his land, the possibility of his actual occupa- 
tion and separate enjoyment of it as a feas- 
ible accomplishment has through all periods 
of private ownership of land been extremely 
limited.” 


This would have been a most oppor- 
tune time for the court to state just what 
were the rights of the landowner in his 
airspace. It is perfectly true that the 
possibility of actual occupation and 
separate enjoyment has been extremely 
limited. But a man’s ability so to occupy 
and enjoy is constantly being enlarged 
by the science of construction and mod- 
ern inventions. 

The court says that nothing in the 
legislation referred to above limits in any 
way the right of the landowner to occupy 
his land by structures as high as he 
pleases. It might well also be added that 
nothing in the legislation referred to 
tends in any wise to limit whatever title, 
ownership or right the landowner may 
have in the airspace. The difficulty, of 
course, is just what is this title, owner- 
ship or right. Peculiarly enough, the 
court says: 

“For the purposes of this decision, we as- 
sume that private ownership of air space 
extends to all reasonable heights above the 
underlying land.” 


It is unfortunate that the court used 
the term “private ownership,” for this 
term has too well-founded a meaning. 
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One’s concept of “private ownership” is 
necessarily that of privately owned land, 
or chattels. It indicates complete owner- 
ship. Some modification of its meaning 
is found, however, in the same para- 
graph, where the court says: 


“It would be vain to treat property in 
air space upon the same footing as property 
which can be seized, touched, occupied, 
handled, cultivated, built upon and utilized 
in its every feature. The experience of man- 
kind, although not necessarily a limitation 
upon rights, is the basis upon which air space 
must be regarded.” 


The court then goes on to cite the 
many cases illustrating the extent of 
legislative regulation in the exercise of 
police power, and finally holds that 


“even with the utmost reasonable assump- 
tion as to the private rights in air space of the 
underlying land, the provisions of Statutes 
1922, Chapter 534 ‘ihe Massachusetts Air 
Law) constitute valid regulations of the flight 
of aircraft in air space actually unoccupied 
by the owner of the underlying land.” 


We pause to comment that this stat- 
ute may be a valid regulation of flight, 
but is it a valid limitation of “private 
ownership” in airspace? 

The court expressly admits that the 
decisions quoted are not precise authori- 
ties in support of the view that the regu- 
lations found in the above act are valid 
as against the owner of the underlying 
land, but holds that 


“the principles there declared require the 
conclusion that such flight by aircraft 
within the limits disclosed on this record is 
lawful against the protest of the owner of 
the underlying land.” 


The opinion then proceeds to say that 
what has been said with reference to the 
validity of the Massachusetts statute 
applies with equal force, as to interstate 
commerce, to the Air Commerce Act and 
that these two acts, limiting 500 feet as 
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the minimum altitude of flight, cannot 
rightly be pronounced to be in excess of 
the permissible interference with the 
landowner’s rights under the police 
power. 

It is certainly permissible at this point 
to inquire whether the court would have 
made the same holding if the height had 
been 400 feet or 300 feet or 200 feet. 
Practically every one knows that the 
regulations of the Department of Com- 
merce and the various state acts, which 
have for the most part followed these 
regulations, were created not with any 
idea of recognition of property rights, 
but solely with an idea of insuring safety 
to occupants of aircraft and to persons 
on the ground. It is safe to say also 
that the question of noise and nuisance 
was not in the minds of any of these 
legislators. 

If then the legislating and regulating 
authorities had decided that 200 feet 
was a sufficient height (as they might 
hereafter, if airplanes in the develop- 
ment of the art become more safe), could 
the court then consistently say that this 
was a “permissible interference” by valid 
exercise of the police power, particularly 
as the court later in the same opinion 
holds that flight at 100 feet is a trespass? 

Logically enough, having started with 
the foregoing premises, the court reached 
the decision, that flights of 500 feet or more 
over the land of the plaintiffs are not 
unlawful, 

While both the plaintiffs and the de- 
fendants treated the question of the right 
of flight as a single and indivisible ques- 
tion, whether at 100 feet or at 500 feet, 
the court divides this question into 
halves and, after reaching the conclusion 
above stated, that flights at 500 feet and 
above are lawful, proceeds to consider 
the question of flying at the low height 
of 100 feet. This is given a distinct 
heading as Part II of the opinion. The 


beginning of this part of the opinion is 
as follows: 


“The several defendants, except the 
Worcester Airport, Inc., in take-offs and 
landings have made flights over real estate of 
the plaintiffs at altitudes as low as Ioo feet. 
In degree these flights approach much more 
closely to an interference with rightful en- 
joyment of land than do flights at the 
minimum altitude permissible for general 
travel...” 


It might be pertinent to observe at 
this point that the same legislative en- 
actment which the court holds to be a 
“permissible interference” at an altitude 
of 500 feet, expressly and in the same 
paragraph, grants the same right of 
flight at lower altitudes “when taking off 
and landing.” In other words, if the 
above statutes are effective to grant a 
right, or rather if the right exists because 
of these statutes, then the right must, 
to be consistent, be also granted, or exist, 
in landings and take-offs at the lower 
altitudes. 

The court distinguishes, however, 
between the 500-foot permission and the 
permission to fly at lower altitudes in 
taking off and landing by saying: 

“The exceptions from minimum altitude 
of ordinary flight in favor of lower but un- 
specified altitude in taking off and landing 
do not seem to us to be intended as legis- 
lative limitations upon the rights of land- 
owners in the air space.” 


We quite agree with the court in this 
statement, but we also believe that the 
grants of flight at 500 feet and above 
were likewise not intended as legislative 
limitations of the use of private prop- 
erty and, if so intended, would certainly 
be inoperative under constitutional safe- 
guards. In fact, the court itself in the 
original part of its opinion stated: 


“These statutes and regulations .. do 
not create such navigation; they do not au- 
thorize the taking of private rights to pro- 
mote such navigation.” 
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But speaking of the exceptions in favor 
of lower altitudes, the court says: 


“It would be a strained and unnatural 
construction to interpret them as designed 
to authorize interference with recognized 
property rights.” 


We respectfully inquire at this point 
that, if this be a strained and unnatural 
construction and if it is purely a matter 
of degree, why would not the limitation 
of 500 feet be likewise a strained and 
unnatural construction if interpreted as 
authorizing interference with recognized 
property rights. 

The court then goes on to state: 


“The bald question in the case at bar is 
whether aircraft, in order to reach or leave an 
airport, may of right fly so low as 100 feet 
over brush or woodland not otherwise util- 
ized, against the protest of the owner.” 


In discussing this point the court cites 
many cases, holding that invasion of the 
airspace above the land without contact 
with its surface constitutes trespass. 
These cases are the well-known cases of 
eaves, cornices, roofs, leaning walls, 
wires, branches, etc., and incidentally 
these are the cases which in this country 
cite and apparently uphold the usgue 
ad coelum maxim. 

The court points out, however, that 
100 feet is a low height; that trees in the 
vicinity frequently reach a height in 
excess of 100 feet; and finally concludes 
that 


“the test suggested is not actual but possible 
effective possession. It is not decisive that 
the plaintiffs do not at the present make that 
possible effective possession a realized occu- 
pation.” 


We cannot help but interject at this 
point the thought that apparently the 
plaintiffs’ rights in airspace are not 
impaired by the fact that they have not 


taken possession of the air to a height of 


2186 N. Y. 486 (1906). 


100 feet by way of buildings or by way 
of tall trees. Nevertheless, such things 
are possible. The suggestion might also 
be made that it is likewise possible to 
erect buildings to a height of 1,000 feet 
or 800 feet, etc., and consequently, if 
this reasoning is to apply, the plaintiffs’ 
rights in their airspace should not be 
impaired because they have not built 
buildings soo feet high. The court 
finally comes down to this statement, 
previously quoted at the beginning of 
this article: 


“The combination of all these facts seems 
to us . . . to constitute trespass.” 


One would think that a decree would 
then immediately follow enjoining the 
defendants from these continued acts of 
trespass, but this does not follow. The 
court holds that because no damage was 
proven, injunction will not lie. 

Nevertheless, in the cases cited by the 
court, which establish the doctrine that 
encroachment upon airspace by eaves, 
etc. is trespass, injunctions were granted. 
In particular, the case of Butler v. 
Frontier Telephone Company® awarded 
an injunction to prevent the stringing of 
wires over the plaintiffs’ property, al- 
though no actual damage was shown. 
The cases holding that injunction will 
lie to prohibit repeated trespasses, even 
though no damage is proven, are too 
numerous to mention. In fact, as aptly 
said in Burdick’s Law of Torts:3 


“One who stands on his own land and 

. extends his arm over another’s land is 
clearly liable for breaking the close of his 
neighbor.” 


It has never been, so far as we are aware, 
contended that the prohibition of tres- 
passes by injunction was dependent 


upon proof of actual damage. Damages 


in trespass are presumed. 





34th ed. (Albany: Banks & Co., 1926), p. 405. 
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The court, however, finally dismisses 
the plaintiffs’ bill, holding as above 
stated, that there was no trespass by 
flights at 500 feet; there was trespass by 
flights at 100 feet; but there was no 
damage. 

Apparently then the answer to the 
questions submitted at the beginning of 
the article are as follows: 

1. The landowner does own the air- 
space to 100 feet; he does not own it 
beyond 500 feet; between 100 and 500 
feet the matter is left undecided. 

2. An airplane does commit trespass 
if it flies over private property at I00 
feet or lower, even though it is landing 
or taking off from an airport; it does not 
commit trespass when flying over pri- 
vate property at 500 feet or above; the 
question of trespass in between these 
heights is left undetermined. 

3. Trespass in the air can be enjoined 
only when actual damage is shown. 

4. Congress or state legislatures may 
create a right of flight over private prop- 
erty at 500 feet or more, but may not 
create a right of flight (or has not) at 
100 feet or less, even for the purpose of 
taking off and landing. 

We feel that these answers carry their 
own evidence of inconsistency. The 
decision of the case by the court was 
correct; but the grounds upon which the 
decision was placed are, at best, un- 
fortunate. 

It would have been so much simpler 
for the court to hold that there is not 
actual title or “private ownership” in 
the airspace. The cases which have held 
that there is and which have announced 
an adherence to the ad coel/um theory are, 
so far as air transportation is concerned, 
wholly and purely obiter. No such point 
was involved in any of the decided cases. 
The net result of adhering to this maxim 
of ancient days in the face of the progress 
of today is to create a right in favor of 


the landowners which no court, with 
the right to speak, has ever given them. 
If the court had held that there was no 
such thing as title or ownership of the 
air, but that the landowner was limited 
to the exclusive right to take possession 
of the air column at his pleasure, and 
when he had taken possession, his right 
ripened into complete seizin, then subse- 
quent disposition of the case would have 
been very simple. 

The question of the height of flying, 
standing alone, would be unimportant. 
It would then be purely a question of 
nuisance. Flying at 15 feet above swamp 
lands or wooded tracts, entirely un- 
occupied or unused, should be no more of 
a trespass and no more of a nuisance 
than flying over homesteads at 1,000 
feet. When, however, the proximity of 
houses, or of people, or horses, or cattle, 
render such flying fearsome or noisy or 
dangerous, it should be enjoined, solely 
on the grounds of nuisance. 

We have not gone into a citation of 
authorities in this discussion because 
the briefs of both parties are a model of 
clarity of expression and a demonstra- 
tion of unsurpassed industry. Every 
text book, brochure, statute and inter- 
national treaty bearing on the subject 
has been fully presented to the court. 
Access to these briefs may be had, we 
are sure, when the opinion is fully re- 
ported. 

It is to be regretted that the court did 
not see its way clear to break away from 
the shackles of the ad coelum theory, 
which has no place in modern law. The 
right to possession of the airspace is 
sufficient protection to the landowner for 
all practical purposes. It is not necessary 
to give him title. The law of nuisance 
fully protects him against air navigation 
which does in fact invade his personal 
rights. The question of trespass in the 
airspace without contact with the ground 
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could have been and should have been 
put forever at rest. 

The decision, if followed to its logical 
conclusion, would require that before 
any aircraft could leave an airport it 
must be at a height of 500 feet. This is 
impossible in practically go% of the air- 
fields of the United States. It would re- 
quire also that aircraft in landing should 
keep at a height of 500 feet until over 
the boundary of the airport. The master 
in this case found that these things were 
an impossibility in the present state of 
the art. We do not know what to say 
about the height between 100 feet and 
500 feet. All we can say from the deci- 
sion is that 500 feet is lawful and 100 
feet is not. We might add that, al- 
though 100 feet is unlawful, such flight 
may not be enjoined unless damage is 
shown. This leaves also an unfortunate 


situation. If it may not be enjoined, 
then the property owner’s remedy 
against the trespasser is to sue for a 
recovery of nominal damages. He must 
file a new suit as often as he feels it js 
required, until he tires, or until the de. 
fendant tires, of paying $1.00 and court 
costs in repeated actions. 

It is nearly always unbecoming for a 
lawyer to criticise the opinion of a high 
court. We hold the opinions of the Mas. 
sachusetts Supreme Court in the very 
highest respect. What has been said 
here was not said out of pique or resent. 
ment because we had no interest in the 
case, directly or indirectly, except as a 
student of the subject. Perhaps too 
much study has had its deleterious 
effect. We stand by our guns, however, 
to the extent of what has been said. 

Georce B. Logan. 





TORRENS SYSTEM UPHELD BY UNITED STATES 
SUPREME COURT 


Cook County, Illinois, have had 

the option of registering titles to 
their lands under the Torrens system,! 
if they so desired. Relatively few of 
them, however, have used the system. 
The same is true in most of the other 
jurisdictions in this country, which have 
authorized Torrens registration, although 
the system is considerably more popular 
in British jurisdictions. Part of this lack 
of popularity in the United States may 
be attributable to certain doubts concern- 
ing the constitutionality of various ram- 
ifications of the several Torrens Acts, 
particularly their effect upon property 
rights as protected by the Constitution. 


G Cook 1899 property owners in 


1 Cahill’s Illinois R. S., ch. 30, sec. 49, et seg. The first 
Illinois Torrens law, passed in 1895, was held unconsti- 
tutional but the second, passed in 1897 and left to the 
option of the counties to adopt, has been sustained 


The question therefore arises: Will this 
most recent decision of the Supreme 
Court of the United States, upholding 
the validity of a Torrens certificate, tend 
to increase confidence in this method of 
land title registration and thus encourage 
its wider use? 

The case of Eliason v. Wilborn’® arose 
out of an alleged forged deed. Appel- 
lants (Eliason) owned and held a certif- 
cate for a certain piece of real estate. 
They wanted to sell this property to one 
Napletone, subject to a mortgage, and 
gavehim a signed contract of sale, as well 
astheircertificate. Appellants now allege 
that Napletone forged a deed to himself; 
presented this forged conveyance, to- 
gether with appellants’ certificate, to the 


many times by the courts. The first registrations under 
the Act took place in 1899 in Cook County. 
274 L. Ed. 549 (1930). 
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Registrar; received a certificate of title 
in his own name; and then proceeded to 
sell the land to the Wilborns (appellees). 
The Wilborns purchased the property 
from Napletone, and their “good faith is 
not questioned.” After they had bought, 
but before the new certificate had been 
issued to them, they learned of appel- 
lants’ claims. Appellants sought to have 
the deeds and certificates to Napletone 
and the Wilborns cancelled and a new 
certificate issued to themselves. This 
the Registrar had refused to do, and 
hence the suit to compel him to comply. 
Both the Circuit and the Supreme Court 
of Illinois had sustained the validity of 
the appellees’ title and the appeal to the 
Supreme Court was based on the conten- 
tion that 


“the statute, construed as it was construed 
below, deprived the appellants of their 
property without due process of law con- 
trary to the Constitution of the United 
States, by making the certificate of title 
issued by the Registrar upon a forged deed 
without notice to them conclusive against 
them.” 


But the Supreme Court affirmed the 
judgment of the lower courts. 

The decision rested on two grounds. 
The first was at once the most important 
and of the greatest economic significance. 
It held that use of the Torrens system is 
voluntary but, once a landowner has 
chosen to put his land into the system or 
to buy land which is already registered, 
then the restrictions imposed by the 
Torrens Act become binding on the land- 
owner. Originally Eliason had purchased 
registered land which meant that the 
title thereto was conclusive in the holder 
of the certificate and he knew this when 
he purchased. He could not, therefore, 
claim that his constitutional right to 
buy land and to be protected in that 
right had been impaired or taken away 
by the operation of statutory provisions 
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which he knew and to which he volun- 
tarily subjected himself. The fact that 
he knew, or was presumed to know, of 
the risk involved amounted to a waiver 
of his right to be protected in his prop- 
erty. 

The second ground was more purely 
legal, emphasizing that Eliason’s negli- 
gence made possible the alleged forgery 
and therefore he must bear the loss. 

On these two grounds the Court estab- 
lished the conclusiveness of a Torrens 
certificate to its holder, unless, of course, 
he had personally been guilty of fraud 
in securing that certificate. The fraud 
element, however, was of secondary im- 
portance in the decision, in spite of the 
fact that the immediate cause of the lit- 
igation was a forged deed. Mr. Justice 
Holmes rendered the opinion on broader 
and more fundamental grounds than the 
technical point of forgery. 

The decision raises certain questions 
concerning its effect upon land transfers 
and the merchantability of real estate, 
and more especially the relation of the 
Torrens system to these matters. These 
effects may perhaps best be considered 
from the point of view of the parties to a 
real estate transaction. 

To the owner, and therefore potential 
seller, of registered land this decision 
sounds a clear warning to guard his cer- 
tificate with care. It is the thing which 
represents his interest in the land and 
which must not be parted with except 
through a complete transaction. In 
addition to this negative gain is the pos- 
itive one of a firmer foundation in legal 
usage for his certificate. The decision, 
which establishes the conclusiveness of 
the Torrens certificate in the holder, 
gives to the owner a more merchantable 
commodity, one which would seem to be 
more desirable because of this new as- 
surance of the validity of the title he can 
pass. This strengthening of the cer- 
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tificate brings land a step nearer to other 
commodities which may change hands 
merely by the transfer of a document. 

This gain is shared likewise by the pur- 
chaser, who now has available a more 
secure purchase. He can rely on a Tor- 
rens certificate and be protected in it, 
provided he is a good-faith purchaser. 
This increased desirability of registered 
land suggests an increased demand for 
registered land and hence the wider use 
of the Torrens system. The position of 
the purchaser is further strengthened be- 
cause he has available the alternative of 
title insurance. The conclusiveness of a 
Torrens certificate, as defined by this de- 
cision, gives him equal security at prob- 
ably lower cost in the long run. This 
establishment of the conclusiveness of 
the certificate should also obviate the 
necessity, which some persons have felt, 
of securing title insurance in addition to 
their Torrens registration. 

But what of defrauded owners like the 


Eliasons? Is the fear of being a victim of 
fraud going to operate against the spread 


3 The Illinois statute (secs. 99, 100, 101) provides for 
the establishment of an indemnity fund out of which 
shall be paid damages for loss sustained by reliance on a 
Torrens certificate. The objection that the fund may 
not be sufficient to cover the loss involved may be 
answered by the fact that the County is liable to the ex- 
tent of its taxable resources (sec. 101). 


of the Torrens system? This decision 
does not furnish grounds for such a con. 
clusion. Although the Eliasons lost jn 
this particular suit, they were not with- 
out their remedy. This point is not dis. 
cussed in the opinion but it is of eco. 
nomic significance as pertaining to the 
rights of owners of registered land. If 
such a defrauded owner proves forgery, 
as for example on the part of Napletone, 
he may recover from the Guarantee 
Fund established by the Torrens Act? 
He may not recover the land, which fol- 
lows the certificate to the bona fide pur. 
chaser, but he may recover its equivalent 
in damages. 

The net result of the decision, which is 
to exalt the Torrens certificate by mak- 
ing it conclusive evidence of ownership 
and causing land to follow the certificate 
when held by a good-faith purchaser, 
seems to be a strengthening of the sys- 
tem. The decision also illustrates the 
simplicity of the operation of the Tor- 
rens system; the certificate is absolute 
and the land follows the certificate. It 
thus establishes more firmly one of the 
major purposes of the Torrens system— 
namely, the creation of a simple, inex- 
pensive, independent system of land title 
registration such that land title may 
readily be transferred. 

HeEten C. Moncuow 
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BOOK REVIEWS 


Loucks, W. N. THe PHivapELpuia PLAN oF 
Home Finaneinc. Chicago: Institute 
for Research in Land Economics and 
Public Utilities, 1929. pp. iti, 67. $17.50. 


The relative advantages of building- 
and-loan association operation under 
various plans, have long been under dis- 
cussion; this monograph presents con- 
cisely but comprehensively the facts 
available respecting one of the most 
important methods. The reviewer be- 
lieves from observation that most of the 
author’s conclusions respecting the oper- 
ation of the plan are correct, but that 
some of these conclusions are not proven 
by the information presented. 

The topics covered are revealed by the 
chapter titles: the home financing prob- 
lem; how and to what extent second 
mortgages on homes are financed; cost 
of second mortgages; costs in other 
cities; foreclosure experience; further 
tests of the plan; factors contributing to 
successful operation; weaknesses of the 
plan and its applicability elsewhere. A 
bibliography of over 50 references is 
appended. 

One of the tests of the plan suggested 
is the relative cost of second mortgages 
to the borrower. The monograph con- 
tributes nothing toward the calculation 
of the true cost of second mortgages ex- 
cept to state fairly the items involved. 
This calculation is beyond the ability of 
the average building and loan secretary 
at the present time, and a simple method 
giving sufficiently satisfactory results 
should be popularized. The cost is usu- 
ally considerably understated, as the 
author points out. His test of com- 
parison is the relative cost of second 
mortgages; the reviewer believes a more 
practical test, as far as the home buyer 
1s concerned, would be the relative cost 


of the combined first-and-second mort- 
gage financing. We may assume that the 
author has approximately arrived at the 
cost of second-mortgage financing in 
Philadelphia, but little definite informa- 
tion is available from other localities 
with which to compare these results, 
partly because of variation in methods of 
financing residence properties. 

A second test is the foreclosure ex- 
perience of Philadelphia associations. 
Unfortunately this monograph was writ- 
ten just before the most serious test of 
Philadelphia associations occurred. It is 
well-known that at the present time 
these associations are facing the prospect 
of having to take over by foreclosure 
large numbers of houses; real estate in 
Philade!phia is practically unsalable; 
and until very recently tenants have 
been almost unobtainable. The financial 
condition of associations depends very 


largely upon how they treated the in- 
flated real estate values of the past. 
The number of foreclosures and ex- 
tent of liabilities involved, as the author 
points out, are not conclusive indica- 
tions of results, because associations 
adopt, where possible, various expedi- 


ents to avoid foreclosing. They are 
busily devising ways and means to this 
end at the present time. 

The author is probably correct that the 
experience of the Philadelphia associa- 
tions with respect to insolvency has 
been no worse than the average for the 
country as a whole, though one may 
question how inclusive the information 
on this latter point is. But in this re- 
spect again Philadelphia associations 
have never in the past faced as great a 
problem as at present. One of the very 
advantages of the Philadelphia plan 
which the author cites, the ease of 
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financing home ownership and the conse- 
quent ciucouragement of real estate 
operations, combined with the real 
estate slump, has contributed to the 
present difficult situation of the associa- 
tions. Refusal of associations to follow 
the inflated values of the past would 
have been an appreciable check upon 
speculative real estate operations, but 
the relations between realtors and build- 
ing and loan associations in Philadelphia 
are very close, and the optimistic views 
of the former are readily transmitted to 
the latter. 

When the size and conditions of the 
city are considered, the ownership of 
homes in Philadelphia is undoubtedly ex- 
tensive, and the building and loan asso- 
ciation has been a contributing factor. 
Whether persons are encouraged to buy 
homes who snould not, whether borrow- 
ers from associations are satisfied, are 
questions which cannot be answered 
from the information available. The 


answer to the former largely depends 
upon what real estate prices happen to 


be at the moment; the answer to the 
latter probably is that the borrower, not 
knowing what the true cost is, has no 
means of intelligently gauging his situa- 
tion. The author’s statement that, 
“probably the plan does play some part 
in speculative real estate activity, es- 
pecially during periods of rising real 
estate values,” will be supported by 
those who are familiar with the history 
of associations. 

Yet in spite of obvious criticisms, and 
in spite of the present severe trial, local 
sentiment remains highly favorable to 
the present plan of operation; the con- 
census of opinion seems to be that, if 
associations are conservatively managed, 
if real estate operators are prevented 
from dominating association policies, 
and if directors are induced to take an 
active and independent interest in man- 
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agement, they may and have been oper. 
ated both profitably and in the public 
interest. 

The author has summarized very well 
the possible weaknesses of the Phila. 
delphia plan, although the reviewer does 
not agree with him that longer maturi. 
ties for shares would ultimately result in 
higher cost to borrowers; they would 
result in lower return to investors, since 
surplus funds would tend to reduce the 
premiums on future loans. The con- 
clusion that second-mortgage loans are 
not as risky as commonly supposed 
would seem to be supported by Phila- 
delphia experience. 

With certain statements scattered 
through the book the reviewer disagrees, 
For example, to state that one of the 
advantages of the plan is that the bor- 
rower can repay all or part of the loan at 
any time and to add in the footnotes 
that this involves the loss of some of the 
earnings on the shares to date is in sub- 
stance a contradiction of ideas. The 
results would depend upon how much 
earnings were lost. The percentages 
which associations customarily lend on 
second mortgages mean little without 
some idea of the valuations placed on the 
properties. The author’s suggestion that 
the evil of commissions paid to persons 
for “placing” loans with associations 
might be easily eliminated by the bor- 
rower applying directly to the associa- 
tion is obvious but unsatisfactory, be- 
cause it assumes a knowledge and self- 
reliance, the lack of which is directly 
responsible for the present practice. The 
author is to be praised, however, for the 
frank way in which he has faced this 
troublesome question. 

Several features connected with the 
Philadelphia plan deserve more emphasis 
than they have received: whether fines 
for late payment of dues are excessive; 
the question of the proper penalty for 
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premature withdrawal; the matter of 
proper supervision and regulation and 
the regular publication of reports; the 
relation between real estate agents and 
associations. The solution of the com- 
mission problem still remains to be 
found. The real cost of second-mortgage 
loans should be furnished by associa- 
tions. It would be interesting to know 
the effect of withdrawals and fines upon 
profits under the plan. 

This study, however, is the most ade- 
quate critical presentation thus far of 
the actual operation of the Philadelphia 
plan and should be of considerable inter- 
est to those who are familiar only with 
plans differing widely in purpose and in 
application. It presents side-lights un- 
obtainable except from an _ unbiased 
person who has observed the plan in 
operation. The study is to be praised 
highly for its frankness and impartiality. 
It is simply and understandably written 
and might be read with corisiderable 
profit, even by those connected with 
Philadelphia associations. To those 
familiar only with other plans it offers 
interesting suggestions, and to stock- 
holders in Pennsylvania associations 
much enlightenment on the broader as- 
pects of their business. 

Rosert RIEGEL. 


Dorau, Herbert B. MarTerIALs FoR THE 
Srupy or Pusiic Utinity Economics. 
New York: Macmillan Company, 1930. 
pp. xxii, 975. $5.00. 

This book of readings, the first of its 
type, is offered by its editor and the 
Institute for Research in Land Eco- 
nomics and Public Utilities, as an aid in 
the modern program of public utility 
education. It measurably fulfills this 
purpose. Universities are fast becoming 
public utility “conscious,” and the de- 
velopment of a more or less definite 
public utility “economics” is now well 
under way. Care must be taken, on the 
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one hand, lest this new “economics” 
prove too grasping—reaching out to 
claim as its own matters not peculiar to 
these industries—and, on the other, lest 
it cast out or slight as “non-economic” 
matters which should find a place in a 
well-rounded program of public utility 
instruction. This care has been exercised 
in the distribution of topics throughout 
the 952 pages of the present work. Suc- 
cessive chapters deal with historical 
development, organization, “units and 
measurements”, economic characteris- 
tics, legal status, regulation, cost of serv- 
ice, labor, taxation, valuation, deprecia- 
tion, capitalization, rate of return, cost 
of capital, revenue, price schedules, and 
ownership. The text material is aug- 
mented by the inclusion of 188 charts 
and tables. 

The outline of subjects and the rela- 
tive emphasis placed upon them in a 
work of this sort inevitably give rise to 
reasonable differences of opinion. The 
reviewer, for instance, would have been 
inclined to snatch some of the pages 
from the opening chapter as well as from 
other points throughout the book in 
order to establish a section on the 
constitutional background of regula- 
tion; to augment the few pages allowed 
to “ownership,” and materially toextend 
the treatment of regulation. Others, 
undoubtedly, would prefer other ar- 
rangements; that adopted by Dr. Dorau 
is distinctly defensible. 

The gathering, combing, and selection 
of materials and their arrangement 
within each chapter—really the heart 
of the editor’s task—has similarly been 
accomplished with a high degree of suc- 
cess. Dr. Dorau has not strained the 
limits of the range within which the 
individual compiler may properly in- 
dulge his personal tastes. Perhaps the 
most striking innovation is the omission 
of selections from the opinions of courts 





33° 


and commissions, an omission which 
might seem to call for some prefatory 
explanation. The relative availability 
of this material both in official reports 
and in other collections may have 
prompted its exclusion here; no other 
reason suggests itself for the failure to 
include readings possessed of such posi- 
tive and, frequently, unique value. 
Dearth of suitable material may account 
in part for the comparative inattention 
accorded to such regulatory problems as 
control of abandonments and extensions, 
management and intercorporate rela- 
tionships, motor transport and the 
“borderline” industries. Yet there have 
been significant writings on these topics. 
Something rather definitely along the 
Raushenbush or Mosher line, question- 
ing the efficacy of current commission 
regulation, would have been welcome— 
just to introduce a note of rational dis- 
content and to suggest the existence of a 
basic present-day problem. And might 
it not have been well, in the chapter on 
valuation, to place an excerpt from 
Bauer or Bonbright in juxtaposition 
with that from Brown? 


These comments suggest no serious 
defects. The positive merit of the book 
is obvious. That a hearty welcome 
awaits it will not be questioned by any- 
one who has struggled to assemble in 
suitable form supplementary material 
for college classes in public utilities. 
Even those well trained in the general 
field will discover in this collection many 
readings on specific phases of the sub- 
ject for the first time. Dr. Dorau has 
brought together, with a minimum of 
duplication, representative, valuable 
and timely selections; and has adapted 
and linked them so skillfully that his 
work must be given serious considera- 
tion as a possible text quite apart from 
the wide use as collateral reading which 
it is bound to receive. Ben W. Lewis. 
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Moulton, Harold G.; Morgan, Charles §.. 
and Lee, Adah L. Tue Sr. Lawrence 
NavicaTIoN AND Power Projecr, 
Washington, D. C.: The Brookings In. 
stitution, 1929. pp. xvi, 672. $4. 

This useful volume representing the 
work of a number of individuals over a 
period of several years, marshals the 
facts and arguments concerning the 
economic soundness of the proposed St, 
Lawrence navigation and power de- 
velopment. Beginning with a brief 
review of the movement for a deep 
waterway, the book considers in greater 
detail the technical and economic prac- 
ticability of various proposals. Inquiry 
into channel depths reveals that 27 
feet is a minimum requirement for the 
waterway. The capital investment and 
annual charges of such a waterway are 
then estimated, as well as the traffic 
possibilities. Dr. E. G. Nourse’s anal- 
ysis of the arguments advanced for the 
waterway as an agency for agricultural 
relief results in the conclusion that the 
benefits to farmers would be at most 
only a fraction of those usually ex- 
pected. 

The waterway is not thought to be 
necessary in order to relieve railway 
traffic congestion, in view of the ade- 
quacy of railway service in recent years 
together with a substantial reserve of 
carrying capacity and good prospects of 
even higher standards of railway opera- 
tion in the future. Furthermore, the 
traffic capacity of the waterway is far 
less than the estimated capacity of new 
railroads running from Chicago to Bos- 
ton which could be constructed at a 
cost equivalent to that of the waterway.’ 


1The assumptions upon which these estimates and 
comparisons are made are subject to serious question. 
The theoretical, double-track railroad is to operate 
trains of 50 cars of 40 net tons moving in both directions 
at 5-minute intervals, with suitable terminal facilities. 
It is estimated that such a road would cost $260,- 
000,000, and the fixed charges plus maintenance of way 
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As a means of regulating railway rates, 
water-route competition is considered 
costly and ineffective. 

Only 23 pages are devoted to a dis- 
cussion of the water power aspects of 
the development. The findings are 
based upon a report made by the engi- 
neering firm of Sanderson and Porter. 
The chief conclusion is that it would 
not be economically justifiable at the 
present time for the United States to 
develop its share of the International 
Rapids section and to transmit power to 
New York or to New England. 


A summary chapter attempts to 


(Footnote 1 continued from page 330) 

would be $20,000,000 annually. Questions arise both 
as to the validity of the assumed traffic density, and as 
to the estimated costs. Mr. Lesslie R. Thomson 
places the capital cost at about $1,000,000,000, and the 
maintenance of way and fixed charges at many times 
$20,000,c00. But even this would not be sufficient 
since a four-track road would be necessary under the 
unique traffic density assumed. See Lesslie R. Thom- 
son, “The St. Lawrence Navigation and Power Pro- 
ject,” 38 Journal of Political Economy 86-107 (February, 
1930) for additional data on the entire project. 
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“draw together the various threads” of 
the analysis and “present the con- 
clusions to which the investigation as a 
whole appears to lead.” In effect these 
are: first, that the power development 
is still a matter waiting upon growth of 
markets; and second, that the naviga- 
tion project cannot be upheld upon 
economic grounds. 

In addition to the analytical and ex- 
pository sections, the book includes a 
series of appendices comprising almost 
two-thirds of the entire volume. These 
cover diplomatic correspondence, traf- 
fic analyses, the production and move- 
ment of basic raw materials, manu- 
factures and food products, and the 
report of Messrs. Sanderson and Porter 
on the power project in the International 
Rapids section. For independent stu- 
dents of the navigation and power 
problem, the appendices are perhaps 
the most valuable section of the volume. 
A useful bibliography is lacking. 

Husert F. Havtiikx. 
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Erdman, Henry E. American ProDucE 
Markets. Boston: D.C. Heath and 


Company, 1928. pp. xii, 449. $3.40. 


As its title indicates this book is confined 
to a discussion of the marketing of fruits and 
vegetables, dairy products, and poultry pro- 
ducts. The analysis is on a high level and a 
clear and effective style prevails through- 
out. The major part of the treatment is 
orthodox and generally speaking familiar to 
students of marketing, since it uses the insti- 
tutional-functional approach first introduced 
by Weld in his Marketing of Farm Products. 
Indeed one is impressed with the fact that in 
large degree the problems presented do not 
differ materially from those found in the more 
general works on the marketing of farm prod- 
ucts. This is a bit startling since the book is 
confined to but ene group of farm products— 
namely, those that go through to the final 
consumer with little or no processing. Prob- 


ably, these familiar elements come, on the 
one hand, from the similarity of problems, 
such as concentrating and equalizing, which 
are common to most farm products; and, on 
the other hand, from the necessary use of 
commodities here discussed as illustrations, 
in general marketing texts, of the subject of 
dispersion. 

If the reviewer were to stop at this point 
he would say that the faculty shown by the 
author for careful analysis and clear exposi- 
tion makes this book a valuable contribution 
to the literature of agricultural marketing. 
But there are also certain definite contribu- 
tions, some minor and some major, which 
clearly distinguish this book from existing 
general works on the farm market. 

Chapters VII and VIII on the auction 
method of selling are particularly good, and 
the discussions of the f. 0. b. auction and of 
the various types of local auction are by far 
the best the reviewer has seen. The discus- 
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sion of produce exchanges and future trad- 
ing (Chapters IX and X) is also outstanding 
among brief treatments and is of particular 
value because it is in terms of produce, where- 
as most general discussions deal with these 
subjects mn the point of view of the grain 
and cotton markets. Specialization, diversi- 
fication, and integration are interestingly 
treated in a separate chapter which can be 

rofitably read by all students of marketing. 
Much of the chapter on cooperation follows 
the author’s earlier analysis of the possi- 
bilities and limitations of cooperation.! It is 
well done. 

The chapter on cost of marketing strikes 
the reader with a bang! It is no assignment 
for a day’s casual reading for the class in 
marketing! The relatively easy reading of 
the previous pages now becomes difficult. 
But this is due to the difficulty of the sub- 
ject and the compactness with which it is 
necessarily treated. The outstanding char- 
acteristic of the chapter is the way in which 
the author has developed the various uses 
of cost data, and their limitations. The sub- 
ject is introduced with a definition of terms, 
a discussion of the problems of cost ac- 
counting which apply, and the uses of cost 
data. The next section is devoted to mar- 
gins, spreads, the consumer’s dollar, costs; 
and, among other things, the weakness of 
the “consumer’s dollar” concept is pre- 
sented. This concept does not, the author 
states, “give a true picture of the compara- 
tive costs of doing business at different 
stages of the marketing process and is 
not satisfactory as a measure of efficiency.” 
Since the consumer’s-dollar concept is often 
used for just these purposes in popular and 
semi-popular and even some more serious 
writing, this section is particularly impor- 
tant. The discussions of other popular ex- 
pressions—the farmer’s “35-cent dollar,” and 
‘why margins vary”—are also helpful. 

Section three of the same chapter is de- 
voted to the relation of size of business to 
costs and profits. Although this is also en- 
lightening, the reviewer feels that it is in- 
complete because it does not discuss the 
closely related topic of the connection be- 
tween the volume of business of an individ- 
ual firm and the firm’s fixed costs—a thing 
commonly confused with scale of operation. 


1H. E. Erdman, Possibilities and Limitations of Co- 
operative Marketing, California Agricultural Experi- 
ment Station Circular 298 (1925). 


For whereas a business organization operat. 
ing at most economical capacity is presum. 
ably operating at lowest cost for a business 
of that size, the same enterprise operating at 
75 per cent. of such capacity may be operat. 
ing at a high cost. In fact, much sales effort 
is energized by just this need to get business 
enough to use a given organization at its 
most economical point of operation. For 
example, an organization set up to do a nor. 
mal business of 100,000 units may be the 
most economical size for the industry, but 
if the concern does only a 75,000-unit bus. 
iness its costs per unit will increase—in fact, 
they will probably be higher than those of a 
business geared to operate most economi- 
cally at a 75,000-unit capacity. 
Frep E. Crarx 


Farm IncoME AND Farm Lire. Dwight 
Sanderson, editor. Chicago: University of 
Chicago Press, 1927. pp. xi, 324. $2.40. 


This book is a symposium of papers pre- 
sented by 38 authors, written at the request 
of a joint committee appointed by the 
American Country Life Association and the 
American Farm Economic Association. The 
first question asked was, “What is the meas- 
ure of rural progress?” The answers of the 
authors can be summarized: (1) increased 
technical efficiency; (2) a better standard 
of life, health, education, including more 
leisure time and ability to use this leisure, 
and increasing personal satisfaction with 
rural life per se. The goal of economic eff- 
ciency is considered by several authors who 
make it clear that this includes the main- 
tenance of a high standard of living, as well 
as maximum production at lowest costs. 
The point is emphasized that farmers must 
not only recognize but also demand a high 
standard of living. Better living is con- 
sidered a stimulus to better farming and bet- 
ter business. As to the influence of competing 
groups on this standard it is agreed that, in 
the intensively cultivated crops, farmers 
with a low standard of life are able to drive 
out and lower the standard of other farmers. 
Immigration laws and land laws are some- 
what controlling this situation; but the 
relative prosperity of industry is more potent, 
affecting agriculture by giving it a decreased 
share of the national income—partly the 
result of greater technical efficiency making 
possible greater production on fewer acres, 
with smaller man-power. 
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Beginning with the tenth chapter, the 
relation of economic and social well-being 
to the land factor is treated, showing the 
relationship of submarginal land to these 
factors. This is further analyzed for the 
super-marginal lands by relating them to 
types of agriculture; especially the associa- 
tion of income, leisure, and opportunity for 
social contacts as affected by the kind of 
farming—for instance, dairying. Several 
authors agree that social conditions are be- 
low standard where tenants predominate, 
but no direct evidence shows tenancy to 
be the cause of these conditions. It is main- 
tained that cooperation has difficulty in suc- 
ceeding in an unsocial community, but also 
that organization for “better business” will 
help to bring about better social life. The 
economic aspects of health, the relation be- 
tween economic success on the farm and the 
amount of education of the farmer, the rela- 
tion of success to sociability, and the beauti- 
ful in rural life, are among the last chapters 
of the book, which closes with a discussion 
of the non-economic motives of farm life. 

GeorcE S. WEHRWEIN 


Locklin, D. Philip. RarLroap REGULATION 
SincE 1920. Chicago: A. W. Shaw Co., 


1928. pp. vii, 198. $3. 


The field of railway regulation is con- 
stantly changing and expanding, so that 
most texts on railway transportation in gen- 
eral and on regulation in particular soon 
lose much of their usefulness as up-to-date 
material. As a supplement to the more 
general works, Professor Locklin’s little book 
is decidedly valuable. Without attempting 
to cover in detail all the controversial phases 
of regulation, he has shown the major de- 
velopments since 1920 in an interesting and 
well-organized manner. Beginning with a 
general outline of the Transportation Act, 
he has carefully classified its provisions and 
has shown, in a clear and concise form, their 
interpretation and significance to 1928. 

The book is “primarily descriptive.” As 
stated in the preface, “the author has not 
gone out of his way to pass on the wisdom or 
folly of all provisions of the Transportation 
Act and related facts, nor of the various 
regulatory policies adopted by the Inter- 
state Commerce Commission. On the other 
hand, the author has not refrained from 
criticisms and suggestions which seem to 
him clearly justified in the light of the facts.” 


Mr. Locklin divides his treatment under 
the headings: (1) Financial Aid, (2) Rate 
Regulation, (3) Hoch-Smith Resolution, (4) 
Regulation of Service, (5) Intercorporate 
Relations, (6) Financial Regulation, (7) 
Labor, (8) Valuation, (9) Depreciation, and 
(10) Important Rate Controversies. For 
each topic he outlines the provisions of the 
Act (or of subsequent legislation) and shows 
the interpretation by the Commission and 
courts and the results of the legislation and 
interpretations to date. Exception might be 
taken to his opinion of the effectiveness of 
the Hoch-Smith resolution, which he be- 
lieves already to have been far-reaching, but 
which in the opinion of the reviewer has 
been of little account. His valuation chapter 
is by no means comprehensive, but, as he 
points out, “critical discussion of valuation 
problems has particularly been avoided be- 
cause within the limits of this book the 
question cannot be exhaustively argued.” 
This chapter would, however, be more 
effective were more attention given to the 
trend of Supreme Court opinion on the fair- 
value question. The O'Fallon case is de- 
scribed up to the appeal to the Supreme 
Court. 

To the reader or student interested in 
making a thorough study of some particular 
phone of regulation, the treatment in the 

ook will appear sketchy and inadequate. 
But as a convenient summary, well-organ- 
ized and with important matters well- 
emphasized, it should be very useful to those 
who wish to keep generally up-to-date on 
the whole field. ie is to be hoped that the 
author will revise the book from time to time, 
so that it will continue to be what its title 
indicates. A useful, but by no means com- 
prehensive, bibliography is attached. 

Hersert E. Douca tt. 


Child, Stephen. LanpscapE ARCHITECTURE. 
Stanford University: Stanford University 
Press, 1927. pp. 10, 279. $7.50. 


Stephen Child presents in this book an 
extremely interesting and informative treat- 
ment of the subject of landscape architec- 
ture. He sets forth the principles of land- 
scape architecture in a series of letters which 
discuss 12 typical problems. In Mr. Child’s 
words, these letters “are the idealized cor- 
respondence of a landscape architect with 
his client, a representative American, whose 
successive opportunities are those of a 
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modest home-dweller who at length becomes 
a City-Planning Commissioner.” 

The text is singularly free from the tech- 
nicalities which are so confusing to the lay 
reader in most other books on the subject. 
The fundamental elements of landscape de- 
sign applicable to the type problem are set 
forth clearly and simply and in logical order 
at the beginning of each letter. There are 
abundant plates and figures to illustrate the 
context of the letters. 

In his first letter, Mr. Child discusses the 
problems of modest home grounds. His suc- 
cessive letters deal with the problems of 
garden design, large home grounds, a group 
of little homes, hotel grounds, a neighborhood 
of modest homes, village improvement and 
a small park, playgrounds, a rural park for a 
large city, a system of parks for a large city, 
metropolitan parks and city planning. 

Following the letters are a series of notes 
treating in greater detail certain points 
touched on in the letters. This method of 
presentation prevents cluttering the text 
of the letters with detail and yet saves for 
the reader the benefit of added discussion of 
certain points upon which he may desire 
further enlightenment. 

There is also a bibliography of books re- 
lating to various phases of landscape architec- 
ture: theory of design; history and descrip- 
tion; types of landscape design and _ plant- 
ing. This bibliography should be very help- 
ful to the reader who wishes to peruse the 
subject further. The reader will find, too, 
that the index is well arranged for cross 
reference. 

One of the most significant things which 
Mr. Child does is to demonstrate clearly 
the true meaning of landscape architecture 
as it has been defined by Charles Eliot, “the 
art of arranging land for use and the accom- 
panying landscape for enjoyment.” He 
shows that landscape architecture includes 
much more than the setting out and caring 
for plants. This work is that of landscape 
gardening and as such it simply covers part 
of the work of landscape architecture. The 
latter includes land planning as an essential 
part of its field. 

Mr. Child, too, emphasizes the relation 
between landscape architecture and archi- 
tecture. He states very distinctly in his 
foreword that one of the purposes of the book 
is “to impress upon the average intelligence 
through a clear statement of basic principles 
the fact that art influences govern; to demon- 
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strate, moreover, that the services of the 
landscape architect are co-equal with those 
of the architect, and that true economy for 
the setting of the simplest home depends 
upon art principles and is furthered by pro. 
fessional advice.” He indicates a rapproche. 
ment of land planning, landscape gardening 
and architecture. 

Because of the increasing regard for the 
aesthetic in the development of American 
building and landscape, Landscape Archi- 
tecture should be well received. It should 
be a valuable addition to anyone’s library. 

ALBERT G. Hinman, 


Warshow, H. T. (Editor) Representative 
Inpustries In THE UNITED Srarts, 
New York: Henr: Holt & Co., 1928. 
PP. Xili, 702. $5.00; students’ edition, 
$4.00. 

The editor of this book has secured con- 
tributions about selected industries from 
men who have been actively connected with 
the development of the particular industry. 
“The contributions follow a uniform outline 
and cover in a general way a brief history 
of the industry, the conditions surrounding 
its origin in the United States, its relation to 
American industry as a whole, the growth 
of its domestic trade, the improvements in 
technological processes, the growth of its 
export business, a discussion of its labor 
problems, a brief history of large consolida- 
tions or combinations, and any special de- 
velopments peculiar to the individual in- 
dustries.” 

Not all the important industries are in- 
cluded but the selection is made so as to 
cover those which are basically related to all 
industries. For example, the raw material 
industries are represented by aluminum, 
copper, iron and steel, lead and mixed 
metals, zinc, lumber, petroleum, rubber, 
cotton, wool, and leather. Industries which 
touch many others are included: banking, 
chemical, electric and water power, construc- 
tion, paint, meat-packing, automobile and 
railway equipment industries. 

The discussion of each industry 1s sup- 
ported by statistics and dates are given In 
the historical development. The names of 
the business organizations most active in 
the history of an industry are included to- 
gether with intercorporate relationships. 
Technological development is explaine 
descriptively but sufficient detail is given to 
interest the specialist. Markets form the 
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connecting link between production and 
application and are presented in relation 
to the growth of the industry and its organi- 
zation. 

In these days of inter-industrial competi- 
tion, specialists in a particular industry will 
find the book valuable in giving a perspec- 
tive. To the student of business economics 
and economic history, the book gives an ex- 
cellent grouping of material. 


E. O. Matotr 


Berle, A. A. Jr. SrupiEs 1n THE Law oF 
CorPoRATION Finance. Chicago: Cal- 
laghan & Co., 1928. pp. xvii, 199. $3.50. 

Wormser, I. Maurice. DisrREGARD OF THE 
CorPoRATE FIcTION AND ALLIED Cor- 
PORATION PRosBLEMS. New York: Baker, 
Voorhis & Co., 1927. pp. xxi, 199. $2.50. 

These two books illuminate one of the 
most important present-day problems of 
business. They are largely collections of 
previously published articles in legal period- 
icals. Both authors deal with the general 
problem of the legal status of a corporation; 
they supplement each other in that Professor 
Wormser on the whole has a conservative 
point of view whereas Professor Berle 
crusades for the views of the minority. The 
central issue discussed is what legal and /or 
equitable rules should be adopted for the 
control of the constantly changing, modern 
business relationships which are focused in 
the corporation. 

Professor Wormser in his first chapter dis- 
cusses the uses to which the legal doctrine of 
corporate entity has been put and poses the 
question: When should the court look be- 
hind the fiction of corporate personality in 
order to prevent undesirable business prac- 
tices? This theme is elaborated in the sec- 
ond chapter which he entitles “Piercing the 
Veil ot Corporate Entity.” Here he shows 
how the courts have discarded the entity 
theory in order to deal equitably with 
fraudulent uses of separate corporations. 
He makes clear the tendency of some courts 
to look behind the corporate fiction in order 
to adjust the conflicting interests of groups 
of persons within the corporation as an 
economic enterprise. In other chapters, 
Professor Wormser discusses the legal status 
of joint stock associations, the power of the 
Corporation to acquire its own stock, the 
legality of voting trusts and pooling agree- 
ments, and the question whether courts 
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may compel directors to declare a dividend. 
With his lucid style he summarizes the con- 
flicting interpretations of the courts and 
expresses his sympathy for those rules which 
are deemed ethical in the light of current 
standards of business management. 

Professor Berle goes to the heart of the 
present tendencies in corporate manage- 
ment, showing the financial problems raised 
by the divorce of ownership from control of 
the corporation. This was the issue raised 
in dramatic and popular form by Professor 
Ripley in Main Street and Wall Street 
which created, as will be recalled, a distinct 
shock in the financial world and set in mo- 
tion influences for reform. 

Professor Berle’s main thesis is that since 
those who have staked their capital in a 
corporation have by one means or another 
parted with direct control of their property 
the courts should, recognizing this situation, 
impose upon the controlling powers fiduciary 
obligations toward those whose property 
they manage. Clearly this tendency is in the 
direction of putting the real managers of a 
corporate enterprise virtually in the position 
of trustees so far as the obligations imposed 
upon them are concerned—a view enter- 
tained in Massachusetts as early as 1807 in 


a case involving preemptive rights of stock- 
holders, and a view held by English courts 


prior to 1800.1 Professor Berle, however, 
would widen the application of this principle 
to most, if not all, the varied recent forms of 
intracorporate relations. He discusses, for 
example, “non-voting stock and ‘bankers’ 
control,” the control of participation rights 
when non-par stock is used, the sharing of 
surplus with non-cumulative preferred stock- 
holders and of dividends with participating 
preferred shareholders, the protection of the 
value of stock purchase and conversion 
option rights, and that always troublesome 
question of how far corporate officers should 
go in taking advantage of inside information 
affecting security values. In the interpreta- 
tion of cases Professor Berle has probably 
strained the law somewhat to justify his 
main thesis. Nevertheless, his vigorous dis- 
cussion presents a point of view which sooner 
or later investment bankers and corporation 
promoters and managers must heed. This is 
particularly important for some affluent 


1Samuel Williston, “History of the Law of Business 
Corporations before 1800,” 3 Select Essays on Anglo- 
American Legal History 95. 
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utilities whose responsibilities to the in- 
vesting public at times seem to be rather 
dimly perceived. 

Professor Berle attacks the legal fictions 
conveniently developed by the courts along a 
broader front than does Professor Wormser. 
Not only does he plead for disregarding the 
corporate fiction itself but also for looking 
behind the fiction that the relations between 
a corporation and its stockholders are con- 
tractual, the fiction that the state exercises 
supervision over the charter and the fiction 
that the voting stock controls the election 
of the management. He explains that these 
fictions must be disregarded because modern 
corporate promoters and merchandisers of 
corporate securities have dressed their com- 
modities in an exceedingly varied assort- 
ment of covers beneath which only the in- 
itiated can discern how economic power is 
concentrated in a few hands against whom, 
when unscrupulous, the innocent security 
buyer has little security and small hope of 
redress. The old legal fictions stand in the 
way of remedying wrongs done participating 

referred stockholders or bond or debenture 
lines whose security is siphoned away by 
the use of subsidiaries, for example. We 
may grant that the practices described by 
Professor Berle are those of an unethical 
fringe; yet these are the very ones who may 
bring even the scrupulous into disrepute, 
especially with the wide diffusion of security 
ownership. 

As an illustration of the length to which 
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Professor Berle goes in urging his thesis the 
following may be quoted: 


“The writer believes that any intracorporate dispute 


is now cognizable in equity as a matter of course just 
as is a dispute under a trust deed. Further that the law 
will affect the controlling influence in a corporate 
situation with fiduciary duty wherever this influence 
is found.” 


Professor Wormser takes a position not 
nearly so advanced as this. He stays much 
closer to the prevailing judicial views of | 
fraudulent conduct. Again, for illustration, 
he arraigns the Illinois courts for their 
hostility to voting trusts, revising the favor. 
able attitude taken before the Pujo Com. 
mittee disclosures. Professor Berle, on the 
other hand, draws his definition of reason- 
ableness fairly tightly around the interests of 
credulous and largely powerless investors. 

However desirable con the ethical point 
of view may be such a reform of judicial 
attitude as Professor Berle urges it can 
hardly be described as a universal tendency 
in this class of court cases, despite some 
striking recent adoptions of his views. Never- 
theless, Professor Berle has performed an 
exceedingly valuable task in raising the issue 
and provoking discussion. It is to be hoped 
that in this discussion economists will share, - 
especially in directing attention to the eco- 
nomic consequences of the several applica- 
tions of the fiduciary rule. The subject is 
particularly worth examination by those 
who are participating in the current “golden 
age” of the electric industry. 

E. W. Moreuouse. 
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